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Introducing... . 


Welcome to the first issue of MICRO, Industry 
Canada’s Micro-Economic Research Bulletin. 


The report will be distributed to readers four 
times a year as part of the department’s Research 
Publications Program. 


MICRO will keep readers abreast of research 
projects and reports within Industry Canada. Among 
other items it will provide: — 


@ Summaries of new or recent publications; 


@ Advance notice of research-related events such as 
roundtables and conferences; 

@ Announcements research 

projects; 


and updates on 
@ Listings of publications together with information 
on how to obtain them; and 


@ Short expositions on issues related to Canada’s 
micro-economic performance and outlook. 


We welcome comments and suggestions from 
readers. 


In This Issue 
Multinational Enterprises in North America .. 2 
Capital Budgeting in the Public Sector ..... 4 


Economic Integration in North America: 
Trends in Foreign Direct Investment and 
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Distinguished Speakers Series ........... 6 
From The Competitiveness Notebook ...... 7 
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Industry Canada’s Research 
Publications Program 


To distribute its analytical work and encourage 
debate among Canadians on micro-economic issues, 
Industry Canada is launching a Research Publications 
Program. This program produces Working Papers, 
Occasional Papers, and Research Volumes. 


Forthcoming papers in the program will turn a 
micro-economic lens on a wide range of issues 
including the international business environment, 
science and technology policy, infrastructure, 
competition policy, investment and globalization. 


The Program will be operated in consultation 
with experts outside the department and with other 
interested Canadians. 


The mandate of Industry Canada is to help 
ensure that Canada enjoys a healthy economy with 
growth and jobs in the 1990s by fostering business 
development, efficient markets and competitiveness. 
The Research Publications Program will support that 
mandate by focussing on the analytical micro- 
economic policy analysis which will provide the 
foundation for policy and program development in the 
department. 


This publication is printed quarterly. Information 
on all publications can be obtained by phoning the 
Publications Officer at (613) 947-2068 or by fax at 
(613) 991-1261. Specific purchasing information can 
be found on Page 8 of this publication. 


© Minister of Supply and Services Canada 
ISSN 1198-3558 
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Multinational Enterprises in 


North America 
General Editor: Lorraine Eden 
University of Calgary Press 


When multinational corporations (MNEs) decide 
where to put their next overseas plants, what factors 
govern their choice of country? labour costs? 
proximity of materials? political stability? 
environmental regulations? workforce training? 


These are some of the questions addressed in 
Multinationals in North America, a forthcoming 
research volume from Industry Canada. The book 
was developed from papers presented last May by 
Canadian, American and Mexican economists at a 
two-day conference organized by Industry Canada 
with assistance from The Centre for Trade Policy and 
Law, Carleton University. 


Multinationals in North America begins with an 
introduction by its editor, Lorraine Eden of Carleton 
University, which provides an overview of the book 
and summarizes each of its chapters. Although the 
papers cover a variety of topics, the issues they 
address fall into four broad categories: 


Theories of Multinational Plant Location 
and Organization 


Raymond Vernon of Harvard University argues 
that two main groups of actors will play dominant 
roles in determining the consequences of the 
NAFTA: the three signatory governments and MNEs 
operating in the area. Although generally favourable 
to the agreement, Vernon sees possible difficulties 
that stem from the fact that NAFTA does not directly 
acknowledge and deal with MNEs and the difficult 
issues raised by their integrative behaviour. 


Curtis Eaton and Richard G. Lipsey of Simon ° 


Fraser University and A. Edward Safarian of the 
University of Toronto argue that the NAFTA is 
unlikely to create a North American trading block 
because it lacks a common commercial policy vis a 
vis non-member countries, and they set forth a theory 
of agglomeration which explains the geographical 
concentration of business activity as the outcome of 


two forces pushing in different directions: economies 
of scale at the plant level (which encourage 
concentration) and transportation and communication 
costs (which discourage it). The authors conclude 
that the impacts of the FTA and the NAFTA are 
difficult to predict since scale economies and the 
specific nature of assets which can prevent their rapid 
transformation for other purposes, both generate 
pressures that run counter to each other. 


Bruce Kogut of the University of Pennsylvania 
argues that history matters — that countries have 
different historical industrial structures and processes, 
and that MNEs tend to reflect the national organizing 
principles of their home countries. He notes that 
foreign direct investment (FDI) has become the 
means by which these organizing principles are 
transferred between countries. 


"Fred Bergsten ... is right ... the lack 
of investment rules will likely move 
investment issues to the forefront of 
a post-Uruguay round." Alan Nymark 


Alan M. Rugman and Joseph R. D’Cruz of the 
University of Toronto examine business networks. 
They conclude that since the relationship among the 
partners in a network is asymmetric, governments 
can play only a supporting role; that the implications 
for competition policy are unclear; and _ that 
government regulations have a substantial impact on 
business networks. 


Actions of Multinational Enterprises in North 
America - The Evidence 


A paper by Industry Canada staff presents an 
analysis of foreign direct investment and trade 
patterns in North America since 1980. The authors 
conclude that increased economic integration within 
North America should cause the largest firms, and 
the three countries, to further increase their 
specialization along the lines of their revealed 
comparative advantage. 


Lorraine Eden of Carleton University examines 
the question of whether the NAFTA will lead U.S. 
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multinationals to shift their operations to Mexico to 
take advantage of lower labour costs. She concludes 
that, for most U.S. MNEs, low wages are a minor 
consideration in locational decisions. More likely 
than plant flight to Mexico she believes, will be a 
rationalization of plant functions. 


Eleanor Westney of the Massachusetts Institute 
of Technology focuses on the new multinationals on 
the North American block — the Japanese 
transplants. Her paper shows that Japanese MNE 
operations abroad are characterized by a preference 
for home country managers, components and modes 
of organization. She concludes that Japanese MNEs 
follow a regional strategy for North America that 
centers on the United States. 


John Dunning of Rutgers University and the 
University of Reading looks at the strategic responses 
of multinationals to regional integration in North 
America and the European Community. He 
concludes that the consequences for FDI will be 
comparable but will be less intensive in the NAFTA. 
However, in both the distribution of FDI is likely to 
be uneven. The largest gains are likely to be 
recorded by countries or regions offering the most 
cost effective locations. 


Dennis J. Encarnation of Harvard University also 
draws on the European experience and notes that 
regional integration causes closer integration of MNE 
parents and affiliates, and increases intra-firm trade 
in both directions. He predicts that the NAFTA will 
cause firms in Canada to increase their exports, FDI 
and local sales in the U.S.; he also predicts a similar 
strengthening of linkages with U.S. firms. 


Kurt Unger of Mexico’s Centro de Investigacion 
y Docencia Economicas traces the evolution of FDI 
in Mexico. He suggests that regional integration 
under the NAFTA will lead to an increased vertical 
integration of Mexican plants into U.S. 
multinationals. 


Jorge Niosi of the Université du Québec a 
Montreal examines the changing role of Canada as 
both a host and source country of FDI. He 
documents the diversification of the geographical 
sources of FDI and the declining share of U.S. FDI 
in Canada. He also examines Canada’s foreign 
technical alliances and finds that Canadian firms 


concluded more alliances with European partners than 
with American. 


Government Responses: Policies and Initiatives 
Regarding Multinationals 


Fred Bergsten of the Institute for International 
Economics discusses the changing international 
climate for regulating FDI. He believes that the need 
for international rules will move investment to a 
higher place on the multilateral agenda in the wake of 
the post-Uruguay Round. In comments on Bergsten’s 
paper, Sylvia Ostry of the University of Toronto says 
that the Uruguay Round is too much too late and 
deals with issues of the 1970s rather than of the 
1980s and 1990s. As a result, some issues that 
should be on the multilateral table of GATT are being 
discussed bilaterally between the United States and 
Japan; and, bilateral negotiations among the 
superpowers tend to favour the powerful countries at 
the expense of the non-powerful ones, especially in 
the area of investment. 


"As globalization has accelerated, 
system friction has arisen because of 
system divergence. But ... these 
issues should be_ tackled 
multilaterally." Sylvia Ostry 


Robert T. Kudrle of the University of Minnesota 
presents a detailed examination of North American 
policies towards MNEs, focusing on general policies 
and sectoral restrictions. He argues that Canada and 
Mexico have significantly liberalized their regulation 
of MNE activity and inward FDI since 1980, in order 
to encourage closer economic linkages with the U.S. 
economy. 


Ellen Frost and Edward Graham of the Institute 
for International Economics argue that in some 
countries, and in particular the United States, 
traditional definitions of national security have been 
widened to encompass what used to be classified as 
economic security concerns. They suggest that 
Canada, like all other G-7 countries, should equip 
itself with the authority to block acquisitions on 
national security grounds. 
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Edward Graham and Mark Warner of the 
Institute for International Economics advocate that 
because of the increased multinational make-up of 
business firms, what may be needed now is a 
trilateral North American Competition Commission. 
The existence of such a body, armed with the power 
to issue court-enforceable decrees, would ease the 
task of harmonizing country procedures, and diminish 
the present reliance on national trade remedy laws. 


".,. all must marvel at the evolution 
of transnational corporations and the 
extent to which governments today 
are receptive to them." 


Frederick Mayer of Duke University examines 
the changing relationship between MNEs and labour 
and environmental standards in North America. The 
author argues that lower social regulatory standards 
have had little effect on business locational decisions. 
He expects the NAFTA to raise labour and 
environmental standards. 


Lessons and New Directions 


The book concludes with comments from the 
three conference rapporteurs. Christopher Maule 
assesses the contribution of the papers to the theory 
of multinationals and industrial organization. Maule 
suggests that the evidence regarding restructuring is 
mixed and that future research should concentrate 
more on examining individual corporations on a case- 
by-case basis, using a sample of MNEs of different 
nationalities operating within the three countries. 


Murray Smith identifies lessons and new 
directions at the multilateral level and considers 
whether the changing roles of MNEs and nation states 
provide any clues to how Canada can solve its current 
account imbalance. 


Alan Nymark observes that all must marvel at: 


the evolution of transnational corporations and the 
extent to which governments today are receptive to 
them. He notes that for the past decade, 
multinational enterprises have led the process of 
globalization, and that while the exchange of goods 
and services once dominated the process of 
international integration, this is no longer the case. 


SST 


Capital Budgeting in the Public Sector 
Jack Mintz and Ross S. Preston, Editors 
John Deutsch Institute 


In recent years some of Canada’s provincial gov- 
ernments have come to suspect that their traditional 
budgeting practices — which treat capital expend- 
itures as current expenditures — may be discouraging 
investment in public infrastructure. To solve this 
problem, some of these governments have considered 
setting up separate capital budgets and accounts. 


This trend and its implications are the subject of 
a new research volume Capital Budgeting in the 
Public Sector published by Industry Canada and the 
John Deutsch Institute of Queen’s University. 


Edited by Jack Mintz of the University of 
Toronto and Ross Preston, the volume comprises 
papers presented at a jointly-sponsored conference 
held at Queen’s University in May 1993. 


The report notes that in the traditional mode all 
government spending is lumped together in one 
accounting framework, making it impossible to isolate 
the full benefits of infrastructure spending and other 
investment. Use of a soundly-conceived capital 
budget could be a very effective remedy for this 
problem. In this approach, government investment 
aimed at increasing economic growth, jobs and other 
benefits would not be combined with spending that is, 
effectively, the public sector equivalent of 
consumption. 


"As a policy instrument, a capital 
budget might induce policymakers to 
think more about long-term capital 
spending in light of the debate as to 
the optimum level of the public 
capital stock." 


The report covers several major issues related to 
capital budgeting including those that flow from 
significant differences in definitions of the term 
among economists and accountants. Other problems 
addressed include how to determine the social as 
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opposed to the monetary value of public assets and 
how to measure assets and depreciation. And some 
participants in the conference were concerned that a 
capital budget could be misused to justify more 
deficit spending. 


In publishing the report, Industry Canada and the 
John Deutsch Institute hope the volume will draw the 
attention of policy-makers and researchers to this area 
and stimulate further analytical work on the issues. 


Capital Budgeting in the Public Sector was 


released in January 1994. Details on obtaining a 
copy are available on page 8 of this publication. 


Economic Integration in North America: 
Trends in Foreign Direct Investment and 


the Top 1,000 Firms 
Industry Canada Staff 


Our first Working Paper, Economic Integration 
in North America: Trends in Foreign Direct 
Investment and the Top 1,000 Firms, was written by 
Industry Canada Staff and was released in February 
1994. The main objectives of this study are 
threefold: to provide an overview of integration 
among the three North American economies; to 
analyze the structure, performance and characteristics 
of the top North American firms; and to examine the 
role of the top North American firms in the North 
American economy. A sample of the top 1,008 firms 
(based on total sales) was compiled including 823 
American corporations, 158 Canadian-based firms 
and 27 Mexican companies. Collectively, they play a 
crucial role in shaping the comparative advantage and 
competitive positions of the three countries. Since 
the top firms are dominant players in the North 
American economy, their decisions, strategies and 
activities will no doubt play critical roles in shaping 
the future competitive positions of the three countries. 


Increased economic integration among the three 
NAFTA countries will likely lead to further 
specialization by firms and countries. Canada is 
expected to increase its specialization in resources, 
resource-intensive manufacturing and financial service 
industries. The United States, on the other hand, will 
further increase its specialization in the technology- 


intensive manufacturing and commercial services 
industries. Mexican firms will likely concentrate on 
the low to middle parts of the value-added chain in 
the manufacturing sector, and their growth could be 
spectacular as they catch up to their industrialized 
counterparts. 


"... large firms shape the pattern of 
trade and direct investment flows and 
the competitive position of the three 
[North American] countries." 


These results are not surprising. Nevertheless, 
other dynamic factors should be taken into account 
when interpreting them. In Canada’s case, 
supplementary data show the fastest-growing firms to 
be relatively small and not in the top 1,008. They 
also tend to be in the technology- and knowledge- 
intensive areas. 


It should be noted that while this study shows 
that the productivity gap in manufacturing between 
Canada and the United States remains substantial, 
recent data suggest room for more optimism. 
Canadian manufacturers have taken several measures 
to improve their productivity and cost performance 
during the last three years. The preliminary data also 
suggest that Canadian manufacturing productivity 
grew at a significantly faster pace than American 
productivity in 1993. Better productivity 
performance, lower value of the Canadian dollar, and 
lower wage growth has resulted in closing some of 
the Canada-U.S. manufacturing cost gap, possibly by 
as much as 35 percent. 


Pressures on Canadian firms to rationalize and 
restructure their operations further and to become 
even more cost competitive will persist. The NAFTA 
can enable Canadian firms to grow and overcome the 
possible size disadvantages, to reap the benefits of 
scale and scope economies and to improve their 
relative productivity performance. Vertical linkages 
and alliances with Mexican firms could also help 
them to improve their relative cost and productivity 
performance. 
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Distinguished Speakers Series 


In an effort to bring leading micro-economic 
economists to Industry Canada, the Micro-Economic 
Policy Analysis Branch has designed a Distinguished 
Speaker series. The intent of this series is to provide 
Industry Canada staff with the opportunity to hear 
directly from these leading thinkers and to enable 
them to focus on the micro-economic issues of the 
new Department’s mandate. 


The series also ties in directly with the Research 
Publications Program. As leading economists are 
engaged in the Program, they will be invited to make 
presentations on their work to the entire department. 


The series began on November 2 with Marcel 
Coté, of Groupe SECOR, Montréal, whose 
presentation focused on how the economies of the 
industrialized countries are suffering the effects of a 
Shumpeterien shock as a result of information 
technology. Mr. Coté believes that a profound 
industrial restructuring is submerging the workforce. 
In his view, industrial policies must be written within 
this reality. On one hand, emphasis must be placed 
on the workforce; on the other, the creation of new 
activities which take advantage of these emerging 
information technologies. 


Mr. Peter Howitt, Professor of Economics at the 
University of Western Ontario, continued the series 
in the New Year (January 11) with a broad discussion 
on the nature of endogenous growth theory and 
specifically on its implications for economic welfare 
and policy. In his view, many of the apparent policy 
conclusions from older growth models are no longer 
valid once one takes into account a central fact that 
technological change creates economic losses as well 
as gains. Mr. Howitt concluded that endeogenous 
growth theory has extended neoclassical economics in 
useful directions, and has opened up exciting new 
possibilities for the development of economic theory. 


On January 25, Pierre Fortin, Professor of 
Economics and Research Associate of the Canadian 
Institute for Advanced Research presented his views 
on unemployment and debt. His presentation 
centered on how Canada has now almost eliminated 
inflation, but is still struggling with slow productivty 


growth, high and persistent unemployment, and large 
fiscal and external deficits. His essay reviewed the 
identifiable causes and consequences of this 
evolution, and posed an approach to remedy the 
situation based on fiscal discipline, cooperative 
monetary discipline, and a fixed U.S.-Canadian dollar 
exchange rate. 


On February 8, Fernand Amesse, Professor in 
tenure, Service de l’enseignement du Marketing et 
Centre d’études en administration internationale 
(CETAI) based his lecture on data collected from a 
survey of Quebec industries in 1988 and 1993. He 
offered evidence concerning the attitudes of managers 
vis-a-vis the FTA and NAFTA, the nature of positive 
and negative effects expected to be associated with 
these trade agreements, and the frequency with which 
companies have taken measures to benefit from or 
control these effects. 


Upcoming speakers in the series will include: 
John Helliwell, who served as Rapporteur for the 
joint Industry Canada/John Deutsch Institute 
Conference on Infrastructure and Competitiveness 
speaking on Democracy and Economic Growth; 
Lorraine Eden, who served as General Editor for the 
forthcoming Research Volume entitled Multinationals 
in North America speaking on Who Does What After 
NAFTA? -_ Location Strategies of US. 
Multinationals; and Robin Boadway who will speak 
on Government Policy Towards Investment. 
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Canadian Productivity Growth in 
Manufacturing Rebounds 


Average 1979-1992 


Average 1979-1985 Average 1985-1991 1992 
Source: U.S. Department of Labor, Bureau of Labor Statistics, December 1993. 


e Productivity growth in Canadian manufacturing industries, measured by output per hour, 
increased 4.2 per cent in 1992. 


e This growth spurt has been long-awaited. Productivity growth from 1985 to 1991 
averaged only 0.3 per cent. 


e It is a positive indication that Canadian business is well into a transformation to more 
efficient structures able to compete more effectively in the global marketplace. 


¢ Among the G-7 economies this performance was exceeded only by the UK (which grew 
by 4.9 per cent) and the US (at-4.3 per cent). 


¢ Incomparison, Japanese productivity fell by 5.0 per cent and in Germany it grew by 
only 0.5 per cent in 1992. 
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NOW AVAILABLE 


Industry Canada Working Paper Series 


No. 1 - Economic Integration in North 
America: Trends in Foreign Direct 
Investment and the Top 1,000 Firms, 


Micro-Economic Policy Analysis Staff, 


January 1994. 


Research Volume Series 


Volume I - Foreign Investment, Technology 
and Economic Growth, 
General Editor: D. McFetridge, 1991 


Volume II - Corporate Globalization 
Through Mergers and Acquisitions, 
General Editor: L. Waverman, 1991 


Volume III - Multinationals in North 
America, General Editor: L. Eden, 1994 
Joint Publications 

Capital Budgeting in the Public Sector 


(with the John Deutsch Institute) 
Editors: Jack Mintz and Ross Preston, 1994. 


FORTHCOMING 


Industry Canada Working Paper Series 


Canadian-based Multinational Enterprises: 
An Analysis of Activities and Performance 


International Comparisons of the Cost of 
Capital 
Industry Canada Occasional Papers 


Formal and Informal Investment Barriers in 
the G-7 Countries 


Formal and Informal Investment Barriers in 
the G-7 Countries: Summary and 
Conclusions 


Research Volume Series 

Volume IV - Canadian-based Multinational 
Enterprises, General Editor: S. Globerman, 
1994 

Joint Publications 

Infrastructure and Competitiveness 

(with the John Deutsch Institute) 


Editors: Jack Mintz and Ross S. Preston 


Investment and the Environment 
(with the C.D. Howe Institute) 


mE 


Information on all Publications mentioned above can be obtained from: Corinne Nolan, Micro-Economic Policy Analysis, Industry Canada, 
5th Floor, West Tower, 235 Queen Street, Ottawa, Ontario, KIA OHS. Tel: (613) 947-2068, Fax: (613) 991-1261. Research Volumes are 
available from the University of Calgary Press, Tel: (403) 220-7578, Fax: (403) 282-0085. Joint publications with the John Deutsch 
Institute can be purchased through Renouf Publishing Company Ltd., tel: 741-4333; fax: 741-5439; or through the John Deutsch Institute, 


Queen’s University, tel: 545-2294; fax: 545-6025. 
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The Micro-Economic Research Bulletin 


Start Ups... 


Corporate Decision-Making in Canada: 
An Interdisciplinary Perspective 


Business, university and government participated in 
a workshop in Ottawa on March 2, to consider a 
departmental proposal for a major research project 
on corporate decision-making in Canada. The 
project is to learn more how corporate structure, 
governance, and decision-making affect Canada’s 
economic prospects. The project plans to examine 
corporate decision-making in Canada; compare it to 
that used by firms in other major industrial coun- 
tries; and evaluate the implications of the different 
systems for the long-term competitiveness of firms 
and, ultimately, for the economic performance of the 
countries concerned. 


Professors Ron Daniels (University of Toronto, 
Faculty of Law) and Randall Morck (University of 
Alberta, Faculty of Business) have been invited to 
oversee the project and to serve as General Editors 
of the research volume. 
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Technology Consortia Workshop 


Representatives from both the private sector and 
government (federal and provincial) met in work- 
shops in Toronto and Montréal on March 24 and 28 
to discuss the role and importance of technology 
consortia - a form of technology alliance among 
business firms, universities and governments. 
Formed to share increasingly rising costs and risks 
associated with undertaking basic or precompetitive 
research and development, these consortia are 
common in high-technology industries such as 
electronics, computers, aerospace and pharmaceuti- 
cals. 


The workshops were part of a broader research 
project sponsored by Industry Canada dealing with 
the role of technology consortia in technology 
development. The agendas included discussion of 
barriers to the participation of Canadian companies 
in foreign technology consortia; dissemination of 
information on practices of foreign consortia; and 
discussion of the possible role of government in 
promoting consortia activities in Canada and in 
facilitating Canadian participation in foreign technol- 
ogy consortia abroad. The workshops also provided 
an opportunity for government to consult with 
Canadian companies about their experiences with 
these alliances. 
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More Start Ups... 


Capital Market Issues 


On March 25, leading experts on capital market 
issues from government, business and academe were 
invited to a one-day planning session at Industry 
Canada. The session was held to consider appropri- 
ate topics for further research which would be 
presented and discussed at an upcoming conference. 
The importance and relevance of capital market 
issues clearly caught the interest of those in attend- 
ance, whose contributions ranged from ideas about 
the different methodologies used in measuring the 
cost of capital to commenting on the changing 
characteristics of Canada’s capital market. In 
addition, key aspects of Canada’s capital market 
were reviewed, including the barriers to securing 
capital facing smaller and high-tech firms, the cost 
of initial public offerings and the different stages of 
equity financing. Given the importance of capital to 
growth, discussion focused on linking these issues to 
competitiveness and investment behaviour. 


The Asia-Pacific: Implications for 
Canada’s Future Industrial Development 


Experts on the Asia-Pacific from government, 
universities, think tanks and trade councils gathered 
at a planning session in Ottawa on April 15 to 
discuss potential research studies on the impact of 
the Asia Pacific Rim on Canada’s industrial develop- 
ment. Discussion centred on the obstacles facing 
Canadian firms wishing to expand into the Asia 
Pacific market, including cultural barriers, public 
policy, financial constraints, and access to up-to-date 
market information. This session was a preliminary 
workshop in anticipation of an upcoming conference 
on the Asia Pacific. In addition to the fundamental 
economic issues such as trade flows, inter- vs. intra- 
industry trade, and foreign direct investment link- 
ages, papers presented at the conference will exam- 
ine some important structural micro-economic issues 
such as technological change, capital market pol- 
icies, labour standards, competition policy, intellec- 
tual property rights and environmental policy. 


Release of Multinationals in 
North America 


Industry Canada released Research Volume III — 
Multinationals in North America (reviewed in the 
Winter edition MICRO) at a policy seminar in 
Ottawa on March 25. The volume is edited by 
Dr. Lorraine Eden of Carleton University and 
published by the University of Calgary Press. 


In his opening remarks to the policy seminar, Alan 
Nymark said that given the economic importance of 
MNEs it was important to understand how MNEs 
are responding to globalization and in particular to 
recent changes in technology, trade and investment 
policies. "Many studies on the NAFTA and on 
regional integration have focused on international 
trade theory, not on the reactions of MNEs" he said. 
"This book is unique in its focus on the investment, 
production, and trade strategies of MNEs and on 
their implications for policy making in the North 
American Free Trade Area." 


Dr. Eden followed Mr. Nymark with an overview 
of the major findings of the Research Volume and a 
summary of the resulting implications for Canadian 
policy makers. The core idea of the Volume, 
according to Dr. Eden, "is that multinationals and 
nation states are actors faced by change and, at the 
same time, are agents of change." 


Dr. Edward Graham of the Institute for Interna- 
tional Economics and one of the book’s distinguished 
contributors then discussed the policy implications of 
the book from an international perspective. "The 
first thing that needs to be said about the new 
volume" he observed "is that the papers collected 
therein argue overwhelmingly in favour of the 
proposition that economic integration within North 
America is occurring...A second thing that needs 
saying is that economic integration within North 
America is good for us all, whether we live in the 
United States or up here in Canada." 
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Formal and Informal Investment 


Barriers in the G-7 Countries 
Industry Canada Staff 


Some time ago, in response to the increasing 
interest in international investment and globalization, 
Industry Canada undertook a study of the foreign 
investment regimes in the G-7 countries. This 
project has resulted in the production of two Papers 
— Formal and Informal Investment Barriers in the 
G-7 Countries: The Country Chapters (Occasional 
Paper Number 1, Volume 1) and Formal and Infor- 
mal Investment Barriers in the G-7 Countries: 
Summary and Conclusions (Occasional Paper Num- 
ber 1, Volume 2). 


The project on which these papers is based was 
launched to fill a gap in available literature on 
investment regimes. Although much of the material 
published to date has covered formal and legal 
barriers to investment, it has failed to deal with less 
tangible and somewhat less visible formal and 
informal barriers which can play an important role 
in blocking the entry of foreign direct investment. 


Volume 1 is a descriptive study of the investment 
regimes in each of the G-7 countries and contains an 
analysis of the effects on foreign investment of the 
establishment of EC 1992. It sets the background 
for the discussion, focusing on how investment 
regimes actually work, taking into account economic 
structures and institutions. The paper broadens the 
examination of investment impediments to include 
barriers about which little has been written, such as 
the role of administrative procedures, financial and 
commercial linkages, and market models, in deter- 
ring foreign investment. 


In the process, Volume 1 makes the point that the 
presence, or absence, of formal obstacles and 
barriers to FDI does not by itself make a market 
open or closed to FDI. In fact, investment asymme- 
try among G-7 countries could result more from 
differences in economic structures, corporate owner- 


ship patterns and linkages between various economic 
actors than it does from the presence of foreign 
investment review provisions and sectoral investment 
restrictions. 


Volume 2 synthesizes the chapters in the first 
volume, draws conclusions from the analysis, and 
highlights the similarities and differences among the 
G-7 countries. The paper also points to the major 
international policy issues that emerge from a study 
of the investment regimes in each country. 


While investment-rule liberalization has been 
popular since the 1980s, Volume 2 suggests that 
there has really been little change in foreign invest- 
ment accessibility. There are two reasons for this. 
The first is that liberalization of formal rules has not 
necessarily led to an increase in the transparency of 
investment regimes. The second is that informal 
investment barriers are now relatively more import- 
ant because globalization has heightened the integra- 
tion of economies and raised the degree to which 
domestic policies, practices, and institutions impinge 
on international investment. 


A number of current international investment 
policy issues also emerge from these studies. In 
particular, calls are made for multilateral rules 
governing investment, just as there are multilateral 
rules governing trade. In addition, the analysis 
clearly points to the growing importance of domestic 
policies and institutions as determinants of invest- 
ment accessibility, suggesting that as investment 
liberalization proceeds new attention will have to be 
given to the structure of economic institutions and 
their inter-relationships. 
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Canadian-Based Multinationals 


General Editor: Steven Globerman 
University of Calgary Press 


Historically in Canada, attention to international 
direct investment and its effects on the economy 
have focused on inward rather than outward invest- 
ment stocks and flows — understandably since the 
traffic was, overwhelmingly, in that direction. 


In recent times, with Canadian multinationals 
expanding their overseas presence, attention has 
shifted to Canadian direct investment abroad (CDIA) 
and its implications for the domestic economy. 


These issues are addressed in depth in the fourth 
major research volume from Industry Canada. The 
volume contains papers presented at a conference of 
economists and other experts, organized by the 
department last November in Montréal and entitled 
Canadian-Based Multinationals (CBMNEs). 


Six key themes emerge from Canadian-Based 
Multinationals: 


> Globalization is changing the rules of the interna- 
tional game of business and CBMNEs are actively 
participating in global markets; 


> Outward-oriented Canadian firms perform better 
than domestic-oriented firms on the basis of a 
number of criteria; 


> A prime determinant of direct investment abroad 
is the relative positions of the investment climates of 
home and host countries; 


> Direct Investment and the activities of CBMNEs 
abroad are complements to trade, not substitutes; 


>» In terms of labour market implications, the 
activities of CBMNEs are more likely to have an 
impact on employment structure as opposed to the 
total number of jobs in the home country; and 


> In a global world where R&D is increasingly 
decentralized, there is a net benefit to Canada from 


its firms being abroad and outward-oriented because 
of the two-way flow of innovative practices and 
products between home and host countries. 


Canadian-Based Multinationals begins with a 
summary paper by the general editor of the Research 
Volume, Steven Globerman of Simon Fraser Univer- 
sity. His paper provides an overview of the issues 
related to CDIA. He concludes that Canada is a net 
beneficiary from CDIA and recommends against any 
action by the Canadian government either to encour- 
age or discourage direct investment abroad by 
Canadian companies. 


The papers in this Research Volume fall into six 
broad categories: 


Evidence 


Frank Chow of Statistics Canada surveys the broad 
trends in CDIA over the past 10-15 years. His 
paper finds that at the end of 1991, fully 93 percent 
of CDIA was held by slightly less than 15 percent of 
Canadian enterprises investing abroad. Further- 
more, between 1986 and 1991, while the number of 
Canadian enterprises with direct investment abroad 
fell slightly, the average investment abroad almost 
doubled to $68 million. The paper also finds that 
Canadian enterprises tend to invest abroad in the 
same industries in which they are engaged in Canada 
(some exceptions were the food, beverages and 
tobacco sector). 


A paper by Industry Canada staff documents the 
reversal of Canada’s traditional role in direct invest- 
ment from recipient to provider. The authors also 
investigate the changing sectoral composition and 
destination of CDIA. Of particular interest are the 
findings related to the performance of Canadian 
firms that invest abroad. These firms are found to 
have superior sales and asset growth, and productiv- 
ity and profit performances than domestic-oriented 
firms. The study concludes that CDIA does not 
adversely impact domestic capital formation and also 
presents evidence supporting the complementarity of 


Volume 1, Number 2 


trade and international investment. This paper is 
also being released as a Working Paper and a 
detailed summary is presented elsewhere in this 
edition of MICRO. 


Economic Implications 


In his examination of CDIA, trade and capital 
flows, Edward Graham of the Institute for Interna- 
tional Economics (IIE) concludes that the net effects 
of outward direct investment are positive. He finds 
no grounds in theory or experience to support the 
notion that CDIA displaces Canadian exports, or that 
it elbows out Canadian investment that would other- 
wise contribute to domestic capital formation. 
Graham reiterates the conclusion that international 
investment and exports tend to complement rather 
than displace each other. 


Donald G. McFetridge of Carleton University, ex- 
amines the effect of direct investment on innovation 
and productivity. Noting, first of all, that technology 
transfer does not rank high as a motive for CDIA, 
Professor McFetridge finds concern about the nega- 
_ tive effects of CDIA on Canada’s technological capa- 
bility to be largely unfounded. Technology transfer 
to other countries by Canadian multinationals and the 
establishment of R&D laboratories abroad have not 
accelerated the rate at which host country competi- 
tors are able to imitate home-country technologies. 


In an examination of the labour market implica- 
tions of CDIA, Savita Verma of York University 
and Morley Gunderson, Centre for Industrial Rela- 
tions, University of Toronto, address the frequently- 
voiced fear that CDIA, particularly in the context of 
NAFTA, may be a polite term for shipping Cana- 
dian jobs south. The authors make the point that 
fear of jobs being exported is based on the miscon- 
ception that there is a fixed number of jobs in the 
economy and that direct investment abroad makes it 
smaller by shipping some of them abroad. The 
authors remind us, however, that employment gains 
and losses are related to a multitude of complex 
factors including productivity, competitiveness and 
labour costs. 


In a paper on the fiscal consequences of CDIA, 
Donald J.S. Brean of the University of Toronto 
deems current Canadian tax policy vis-a-vis outward 
foreign investment to be reasonable in view of the 
complex and sometimes conflicting objectives of 
corporate taxation in an open economy. However he 
believes that Canada should not allow CBMNEs 
undue scope to write off headquarters expenses and 
the cost of research and development undertaken in 
Canada. These, he argues, generate assets abroad 
that were developed in this country with the help of 
tax incentives and other forms of fiscal support, 
which Canada is entitled to recover. 


Business Implications 


In a study of the strategic management of Canadian 
multinationals Alan M. Rugman of the University of 
Toronto notes that U.S. managers have the option of 
adopting a strategy based on cost or product differ- 
entiation and tackling the Canadian market, essential- 
ly, as one more domestic region. With a home 
market one-twelfth the size of the U.S., Canadian 
firms cannot simply build upward and outward from 
their domestic base. If their access by exports is 
threatened by protectionist measures, they must 
achieve access by foreign direct investment and 
follow a strategy of “national responsiveness” geared 
at meeting the special needs of the U.S. market. 


Steven Globerman of Simon Fraser University and 
Bernard Wolf of York University take stock of the 
rapid proliferation of joint ventures and other stra- 
tegic alliances and their impact on the Canadian 
economy. They find no basis for an argument that 
these arrangements are detrimental to competition in 
specific markets — and no evident reason for the 
Canadian government to adopt a more interventionist 
posture toward international joint ventures. The 
authors look too, at the question of whether these 
alliances could eventually displace MNEs as the 
main agents of international trade. The evidence 
suggests that they will not. 
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Country Case Studies 


In their study of the effects of Japanese direct 
investment abroad on Japan’s firms and workers, 
John Ries and Keith Head of the University of 
British Columbia find, on balance, positive results 
for both. Outward-investing multinationals have not 
only reaped high returns and done well in exports 
but have been more successful than their stay-at- 
home counterparts in maintaining domestic employ- 
ment. To the authors, the Japanese experience 
suggests that Canada need not fear the effects of 
CDIA. However they point out that Japan’s high 
level of investment abroad is, at least partly, a result 
rather than a source of the competitive strength of 
Japanese firms. 


In another country study, Art Kokko and Magnus 
Blomstrom of the Stockholm School of Economics 
summarize existing research on the impact of 
Swedish investment abroad on investment, exports 
and employment in Sweden. They conclude that 
although investment abroad has changed traditional 
patterns of economic activity, the net effects appear 
to be positive. Foreign-based production has substi- 
tuted for some home exports of finished goods. But, 
increases in parent companies’ exports of intermedi- 
ate and related products have been large enough to 
make up for these losses. 


Firm Studies 


Fernand Amesse, Louise Séguin-Dulude and Guy 
Stanley, of Ecole des Hautes Etudes Commerciales 
examine the implications of one of Canada’s great 
CDIA stories, the rise of Northern Telecom. 
Reviewing Northern Telecom’s success in the U.S. 
(it now commands 40 per cent of the market), the 
authors note that the company decided to decentra- 
lize manufacturing and R&D in order to establish 
close relationships with major U.S customers and 
later, customers in other markets. They conclude 
that the effect on Canadian R&D has been positive. 
Foreign sales have served to finance all of Northern 


Telecom’s R&D activities and to support its research 
programs in Canada. 


The B.C.-based forest-industry giant MacMillan- 
Bloedel (M-B) is the subject of a case study by 
Rachana Raizada and Ilan Vertinsky of the Univer- 
sity of British Columbia. M-B’s experience suggests 
that investment abroad complements rather than 
replaces exports — in fact, they find that export 
markets that would have been lost were kept open or 
were re-opened by outward investment. Investments 
in the U.S. and U.K. helped to strengthen M-B’s 
overall competitive position. Outward direct invest- 
ment by the company also led to increased R&D at 
home in support of foreign production facilities. Job 
losses that did occur in M-B’s British Columbia 
operations during this period were related less to 
investment abroad than to technological change. 


Lessons 


The book concludes with comments from the 
conference Rapporteur, André Raynauld. He 
surveys the major findings in the Research Volume 
and draws out the research and policy implications 
from the analysis. The author concludes that the 
rules of the game are changing and that the research 
effort on the impacts of CDIA must be maintained. 
In particular, he suggests that research is needed on 
the structural economic changes currently underway 
and on the locational determinants of CDIA. On the 
policy side, he concludes, "that no country has any 
choice but to adapt to the new international econ- 
omy." He notes that continued liberalization of 
trade and investment are required and that issues 
related to regulation, competition, and tax policy 
deserve close attention. 


Canadian-Based Multinationals is now available 
from Industry Canada. For further information 
please see page 10. 
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Canadian-Based Multinationals: An 


Analysis of Activities and Performance 
Industry Canada Staff 


The vigorous growth in Canadian direct investment 
abroad (CDIA) during the 1980s is reviewed in the 
latest Working Paper (Number 2) from Industry 
Canada, entitled: Canadian-Based Multinationals: 
An Analysis of Activities and Performance. 


The paper covers three main areas: 


> an examination of the industrial and geographic 
composition of CDIA, together with an identification 
of the main determinants of recent trends in CDIA; 


>» a study of the structure, characteristics and 
performance of Canadian-based multinationals and 
the performance of their affiliates in the United 
States; and, 


> an evaluation of the impact of outward direct 
investment on the domestic economy. 


The paper shows that the stock of CDIA increased 
from C$ 27 billion in 1980 to C$ 99 billion in 1992 
or from 8.7 % to 14.4 % of Canadian gross domes- 
tic product. Consequently, the ratio of CDIA stock 
to FDI stock in Canada increased from 0.40 in 1980 
to 0.73 in 1992. As a result, Canada, always a 
major host country for foreign investment, is becom- 
ing a major home country for international direct 
investment as well. 


These trends reflect the growing internationaliz- 
ation of the strategies and activities of Canadian- 
based firms and underline the increasingly important 
role of home-grown multinationals in Canada’s 
economic development. 


During the 1980s, Canadian-based multinationals 
in all major Canadian industries were active partici- 
pants in the process of globalization. In particular, 
dramatic gains in CDIA were made by financial 
services and technology intensive industries such as 
chemicals and chemical products, communication 


and communication equipment, and non-electrical 
machinery. Furthermore, although the United States 
is still the dominant location for CDIA, Canadian- 
based multinationals have geographically diversified 
their investment in recent years into Europe and the 
Asia-Pacific Rim. Another finding is that the 
foreign investment activities of Canadian-based 
multinationals are highly concentrated. Of the total 
stock of foreign assets of Canadian-based multi- 
nationals, the top 159 firms identified in the study 
account for 50 % of those foreign assets. 


An analysis of Canadian firms shows that com- 
panies with investment abroad registered superior 
sales and asset growth, and productivity and profit 
performance when compared with strictly domestic- 
oriented enterprises. Similarly, the analysis of the 
performance of affiliates operating in the U-S. 
indicates that the labour and capital productivity of 
U.S. subsidiaries of Canadian-based multinationals 
is superior to that of the affiliates of other foreign 
countries. In fact, the large and growing role of 
Canadian subsidiaries in the U.S. economy can be 
attributed largely to this superior productivity 
performance. 


On the relationship between trade and CDIA, this 
research supports the view that trade and investments 
complement rather than offset each other. The study 
finds that a 10 % increase in CDIA stock leads to a 
4.8 % increase in Canadian exports. This 
complementarity is even greater in manufacturing 
industries where a 10 % increase in CDIA stock 
leads to a 6.7 % increase in Canadian exports. 


This result is mainly a reflection of the growing 
importance of intra-firm trade between foreign 
affiliates of Canadian-based multinationals and their 
Canadian parents. For instance, the study finds that 
intra-firm imports accounted for 78 % of all imports 
of the U.S. affiliates of Canadian MNEs in 1990. 
Similarly, intra-firm exports — exports to their 
Canadian parent companies and these parents’ other 
foreign affiliates — accounted for 50 % of all 
exports of the U.S. affiliates of Canadian-based 
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multinationals in 1990. In short, the increasing 
outward orientation of Canadian firms can contribute 
to the future enhancement of Canada’s trade flows 
and in turn improve the performance of the Cana- 
dian economy. 


Information on Canadian-Based Multinationals: An 
Analysis of Activities and Performance is available 
from the Industry Canada Research Publications 
Officer. 


Distinguished Speaker Series 


The Distinguished Speaker series has featured three 
outstanding speakers in recent months. 


On February 23, 1994, John Helliwell, Professor 
of Economics, and Head of the Department of 
Economics at the University of British Columbia, 
presented the results of his pioneering study of the 
impact of democratic institutions on economic 
performance published in a National Bureau of 
Economic Research Working Paper. The research 
analyzes economic growth in 125 countries over a 
20 year period. Professor Helliwell argues that, 
contrary to conventional wisdom, democracy and 
democratic institutions appear to have no net impact 
on economic growth and living standards. In fact, 
his modelling results suggest that democracy actually 
has a negative direct impact on economic growth. 
This, he says, is offset by positive effects on physi- 
cal and human capital creation, use of new technol- 
ogies and management and organizational practices 
that have an indirect effect on economic growth. 


On March 15, Dr. Lorraine Eden, discussed the 
results of her year-long research project on the 
reaction of MNEs to the introduction of the North 
American Free Trade Agreement (NAFTA). This 
research is published as one of the papers in Industry 
Canada’s third research volume entitled Multination- 
als in North America. Dr. Eden’s lecture - Who 


Does What After NAFTA? Location Strategies of 
U.S. Multinationals - asks whether there will be 
massive job losses and plant closures as U.S. multi- 
nationals shift their operations to Mexico to take 
advantage of cheaper labour and weaker environ- 
mental regulations. Dr. Eden reached two answers; 
one simple, the other complex. The simple answer 
is "No". NAFTA will not cause a massive exodus 
of plants from Canada and the U.S. to Mexico. The 
complex answer is that there will be major plant 
reorganizations and restructuring throughout North 
America as a result of NAFTA with the net result of 
that restructuring being somewhat difficult to pre- 
dict. 


Robin Boadway, the Sir Edward Peacock Professor 
of Economic Theory at Queen’s University, closed 
the season on May 12 with his presentation on 
Government Policy Towards Investment, addressing 
the issue of the role of government in facilitating 
investment in the private sector. Professor Boadway 
reviewed the current state of the public economics 
literature on sources of capital market failure and 
stressed recent arguments concerning externalities of 
investment, asymmetric information, time inconsist- 
ency of government policy and missing markets. 
Regulation, taxation, subsidies, protection and public 
participation were highlighted as just some of the 
actual government policies which influence invest- 
ment decisions. 


The lecture series will break over the Summer and 
will continue in the Fall. 
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PERFORMANCE OF OUTWARD-ORIENTED CANADIAN FIRMS 


Performance of Outward-oriented and ; 
Domestic-oriented Canadian-owned Firms Average Growth Record of Outward-oriented 
Selected Periods and Domestic-oriented Canadian-owned Firms 
1986-1991 


. Average Annual Growth (Percent) 
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Source: Industry Canada compilations using data from Disclosure Inc. 


e Canadian firms are actively participating in the globalization process -- the stock of 
Canadian direct investment abroad (CDIA) increased from $27 Billion (8.7% of GDP) in 
1980 to almost $100 billion (14.4% of GDP) in 1992. 


e In the past 20 years, the balance between CDIA and foreign direct investment (FDI) in 
Canada has improved -- CDIA stock as a proportion of FDI stock increased from 0.23 in 
1970 to 0.72 in 1992. 


e CDIA is concentrated -- the top 20 firms account for about 50% of all foreign assets of 
Canadian firms. Only 0.2% of Canadian firms invest abroad. 


e The performance of Canadian-owned firms with sales and assets abroad (i.e. outward- 
oriented firms) is superior to that of domestic-oriented firms in terms of the productivity 
of capital, R&D intensity, average rate of return, sales growth and asset growth (see 
graphs above). 


e Employment growth in domestic-oriented firms surpassed that of outward-oriented firms 
but this may be explained by the high degree of rationalization (resulting in superior 
labour productivity) experienced in the outward-oriented firms as a result of exposure to 
fierce international competition. 
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NOW AVAILABLE 


Industry Canada Working Paper Series 


No. 1 - Economic Integration in North 
America: Trends in Foreign Direct 
Investment and the Top 1,000 Firms, 
Micro-Economic Policy Analysis Staff, 
January 1994. 


No. 2 - Canadian-Based Multinational Enterprises: 
An Analysis of Activities and Performance, 
Micro-Economic Policy Analysis Staff, June 1994. 


Industry Canada Occasional Papers 


No. 1, Vol. 1 - Formal and Informal Investment 
Barriers in the G-7 Countries: The Country 
Chapters 

No. 1, Vol. 2 - Formal and Informal Investment 
Barriers in the G-7 Countries: Summary and 
Conclusions 


Research Volume Series 


Volume III - Multinationals in North 
America, General Editor: L. Eden, 1994 


Volume IV - Canadian-based Multinationals, 
General Editor: S. Globerman, 1994 

Joint Publications 

Capital Budgeting in the Public Sector 


(with the John Deutsch Institute) 
Editors: Jack Mintz and Ross Preston, 1994. 


FORTHCOMING 


Industry Canada Working Paper Series 
International Comparisons of the Cost of 
Capital 

Accepted for Publication 

International R&D Spillovers Between Canadian 
and U.S. Industries 

Joint Publications 

Infrastructure and Competitiveness 

(with the John Deutsch Institute) 


Editors: Jack Mintz and Ross S. Preston 


Investment and the Environment 
(with the C.D. Howe Institute) 


Information on all Publications mentioned above can be obtained from: Corinne Nolan, Micro-Economic Policy Analysis, Industry Canada, 5th Floor, 
West Tower, 235 Queen Street, Ottawa, Ontario, KIA OHS. Tel: (613) 947-2068, Fax: (613) 991-1261. Research Volumes are available from the 
University of Calgary Press, tel: (403) 220-7578, fax: 1-800-668-0821. Joint publications with the John Deutsch Institute can be purchased through 
Renouf Publishing Company Ltd., tel: (613) 741-4333; fax: (613) 741-5439; or through the John Deutsch Institute, Queen’s University, Kingston, 


Ontario, tel: (613) 545-2294; fax: (613) 545-6025. 
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Start Ups... 


Knowledge-Based Growth: 
The Implications for Policy; 


Government and university representatives gathered 
for a planning session in Ottawa on July 7, to 
launch Industry Canada’s Knowledge-Based Growth 
project. The project involves an examination of the 
implications for micro-economic policy of new 
thinking about the role of knowledge in economic 
growth. 


Participants predicted that the relationship of 
innovation to economic growth will occupy an 
increasingly prominent place in the international 
agenda and that governments will find it necessary 
to incorporate new insights on the relationship into 
policy development. Change is a permanent fact in 
a progressive society and as such, policies must be 
located within the context of the technological and 
institutional changes taking place. 


In This Issue 
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The program included a discussion of topics nomi- 
nated as the subjects of papers in this project. The 
concept and measurement of knowledge, the inter- 
relationships between factors accounting for innova- 
tion and growth, the implications of knowledge- 
based growth for total factor productivity growth and 
framework policies, international best practice as a 
guide for policy formulation, the design of R&D 
policies, industrial clusters as a growth strategy and 
the impact of the global telecommunications revol- 
ution on Canada will be the subject of authored 
papers by leading experts in the field. 


Also examined in the session was the issue of 
international R&D _ spillovers and_ the 
complementarity of human capital development, 
notably training, to innovation and technological 
change. As well, participants sought to nail down 
definitions of knowledge-based industries and the 
human ramifications of knowledge-based growth. 


Professor Peter Howitt of the University of 
Western Ontario, has been invited to oversee this 
major research project and to serve as General 
Editor of the volume of papers it will generate. 


This publication is printed quarterly. Information on all 
publications can be obtained by phoning the Publications 
Officer at (613) 947-2068 or by fax at (613) 991-1261. 
Specific purchasing information can be found on Page 10 
of this publication. 
© Minister of Supply and Services Canada 
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Canadian-Based Multinationals: 
Researchers Review Study 


A June policy seminar in Ottawa was the setting 
for the release of Canadian-Based Multinationals, 
the fourth volume in the Industry Canada Research 
Series. _MICRO’s Spring edition previewed the 
Volume. 


In presentations to the seminar, Professor Steven 
Globerman, General Editor of the volume, and 
Dr. André Raynauld, Rapporteur for the research 
project’s mid-point peer review conference, outlined 
the main research findings and their policy 
implications. 


Speakers at the seminar found that the influence of 
Canadian-based multinationals (MNEs) has been 
positive, as demonstrated by the following effects: 


>» Canadian MNEs have helped to advance the 
specialization of production in Canada and, in so 
doing, have contributed to the country’s productivity 
and real income performance; 


>» Research findings refute any suggestion that 
Canadian direct investment abroad (CDIA) 
contributes to increased unemployment in Canada or 
to a reduction of net exports. Indeed, activities of 
Canadian MNEs are found to stimulate trade flows, 
and exports more than imports; 


> On labour market impacts, the evidence is that 
CDIA is more likely to affect the structure (industry, 
occupation and skill mix) of employment, rather than 
the total number of jobs in the economy - triggering 
a shift to higher-knowledge-based, and hence higher 


paying, jobs. Professor Globerman commented that | 


without outward investment - and the trade and 
productivity gains that it engenders - major Canadian 
companies would be less competitive and more jobs 
would be lost at home. 


Speakers also addressed the concern that Canadian 
corporations tend to enter into international strategic 
alliances less often than their U.S., European and 
Japanese counterparts. Research conducted for this 
project suggests that this is not a problem requiring 
government intervention. Canadian firms are less 
prone to be joiners because they do most of their 
international business in the United States, a market 
which is extremely open to majority-owned foreign 
direct investment. In this situation, the preferred 
route is not a strategic alliance but establishment of 
a foreign affiliate. 


"We must work towards a more open 
economy ... protectionism does not 
protect anything ... in the new global 
economy in which we are living." 


The overall conclusion was that there is little 
reason for Canadian governments to attempt to 
discourage outward investment; and many reasons to 
encourage it. Having made that point, the study 
clearly does not advocate deliberate government 
action in this regard. In Professor Globerman’s 
view, the Canadian economy is best served by 
continuing government efforts to promote the 
international reduction of barriers to foreign direct 
investment. This effort would make it increasingly 
possible for MNEs to respond to market forces and 
direct investments in ways that would maximize total 
factor productivity. 
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Getting the Green Light: 
Round-table papers now available 


In June 1993, Industry Canada hosted a round-table 
discussion on investment and the environment; a 
relatively new field of inquiry and one that involves 
many disciplines. A compilation of the papers that 
emerged from the event is now available from the 
C.D. Howe Institute under the title Getting the 
Green Light: Environmental Regulation and 
Investment in Canada. 


The papers are the work of three researchers: 
Jamie Benedickson of the Faculty of Law at the 
University of Ottawa, Nancy Olewiler of the 
Department of Economics at Simon Fraser 
University, and Bruce Doern of the School of 
Public Administration at Carleton University. 


"Environmental protection 
requirements and other elements of 
an environmental law regime are now 
among the considerations that many 
investors wish to incorporate into 
their decision-making calculus." 


Jamie Benedickson surveys the legal and regulatory 
aspects of environmental considerations that affect 
investment decisions in Canada. He concludes that 
the latter can be affected not only by legislation 
which is uniquely environmental, such as assessment 
and enforcement regulations, but by elements of 
safety and labour laws which have arisen from 
environmental concerns also. Focusing on pure 
environmental legislation only, the author says, will 
result in an underestimate of true environmental 
costs. He concludes by noting that there is constant 
change in environmental law and that the forms of 
environmental regulation vary across jurisdictions. 
This, he says, makes comparing jurisdictions very 
difficult. 


Nancy Olewiler refutes the notion that 
environmental law in one jurisdiction may promote 
the establishment of "pollution havens" in another. 
In fact, international trade and investment flows do 
not appear to be significantly affected by 
environmental regulation. There is empirical 
support, the author says, for the argument that 
environmental protection be enhanced, not 
diminished, in countries attempting to be 
competitive. She does, however, point to the need 
for new empirical studies of the impact of 
environmental regulation using more recent data. 


"Clearly, it is important to know 
what the tradeoffs are between 
environmental quality and economic 
activity in this country. I do not 
believe that we have the data or the 
analysis yet to make informed 
judgements about these tradeoffs." 


And finally, Bruce Doern, in examining the 
linkages between trade, investment and 
environmental policies, finds that they no longer 
exist as three  solitudes — _ increasingly, 
policy-makers in any one of these fields are 
influenced by developments in the other two. Doern 
points to a growing interrelationship between 
domestic and international policies. He concludes 
that multilateral institutions should pay greater 
attention to environmental issues, and incorporate 
the contributions of environmental organizations. 
He recommends that Canada use guidelines, codes, 
and persuasion and avoid using trade penalties as 
devices to ensure compliance with investment, trade, 
and environmental regimes. 


eS De SE 


Summer 1994 


Page 3 


Mik @ 


Infrastructure and Competitiveness 
Jack Mintz and Ross S. Preston, Editors 
John Deutsch Institute 


Can public spending on bridges, airports, 
electronic highways, training and other elements of 
infrastructure pay off in increased economic growth, 
and productivity? And if so, how much, how 
quickly, and for how long? 


These and related questions are discussed in 
Infrastructure and Competitiveness, a compilation of 
papers presented by leading Canadian and U.S. 
economists at a June 1993 seminar sponsored by 
Industry Canada and the John Deutsch Institute of 
Queen’s University. The volume is edited by Jack 
Mintz, University of Toronto, and Ross S. Preston 
and is forthcoming from the John Deutsch Institute. 


The following are the three major themes of the 
Volume: 


> infrastructure needs to be defined in terms broad 
enough to encompass physical capital, the 
technological network needed for development and 
transfer of knowledge, and human capital; 


>» spending on_ infrastructure creates large 
externalities which are difficult to measure. Recent 
estimates of the extent of the impact (return) of 
infrastructure investment on output appear to 
converge in the neighbourhood of 20 per cent. 
These estimates are substantially lower than the 
previous estimates of Aschauer that claimed returns 
to infrastructure investment of up to 100 per cent. 
However, measuring the economic and social value 
and costs of individual projects is essential for 


making efficient spending decisions among. 


alternative projects; and 


> there are a number of options available to policy 
makers for efficient delivery and maintenance of 
infrastructure. Woven into this part of the 
discussion was the message that the most important 
question about infrastructure is not necessarily how 


to invest but what projects to support, and how, and 
who should pay. 


The seminar convened against the background of a 
lively ongoing debate amongst economists on the 
relationship between public sector investment in 
infrastructure and private sector productivity. 


Appropriately, the keynote address to the seminar 
was made by David Aschauer, the U.S. economist 
who is generally credited with opening the debate in 
the United States in the 1980s. He has argued that 
a large part of private sector productivity growth is 
related to the size of the accumulated stock of 
infrastructure investment, and to annual investment 
in it. 


"IT am still a believer in the principle 
that public capital is productive ... 
I’m less of a believer in the principle 
that increases in public investment 
will have a significant, positive effect 
on long-term growth." 

- David Aschauer 


In his Ottawa address, Aschauer presented the 
results of some of his more recent research. In a 
nutshell, he is now less certain that spending on 
infrastructure can influence the long term growth 
rate of output per worker. He argues that the 
impact of infrastructure depends, among other 
things, on the marginal productivity of the public 
investment and the way in which it is financed. 


In her paper, Catherine Morrison of Tufts 
University uses cost equations rather than Aschauer’s 
production functions, to shed light on _ the 
contribution of infrastructure to productivity growth 
in the United States. Her estimate of the return to 
infrastructure is much less than Aschauer’s original 
work. 
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The seminar reflected a trend in which more and 
more economists appear to favour cost-benefit 
analysis. In their paper, Charles R. Hulten and 
Robert M. Schwab of the University of Maryland 
argue that macro-economic modelling overstates the 
impacts of infrastructure investment and cannot 
sufficiently weigh its true costs and benefits. 


Another advocate of cost-benefit analysis, David 
Lewis of the Hickling Corporation, concludes that 
public sector spending on infrastructure has its 
greatest impact when it supports high-yield, 
productivity-oriented projects aimed at growth 
objectives. In his view, when cost-benefit analysis 
is buttressed by studies of industrial logistics and 
risk analysis, it enables decision-makers to pick 
those projects which deliver the greatest economic 
benefits. Analysts tended to agree, however, that 
cost-benefit analysis is challenged by the requirement 
to measure social benefits. 


Applying the debate to Canada is central to Carl 
Sonnen’s paper. Using the demand-oriented 
econometric forecasting model employed by 
Informetrica Inc., he offers insights into the potential 
effects of infrastructure spending on employment, 
deficits, output, prices and productivity. This paper 
estimates Canadian infrastructure spending 
requirements that range from 3% to 4.9% of GDP. 


",.. there was agreement that 
knowledge, whether classed as human 
capital or as_ technological 
infrastructure should be the object of 
equal attention to traditional bricks 
and mortar." 

- John Helliwell, Rapporteur 


Other papers seek to redefine and broaden the 
concept of infrastructure to fit current realities. 
Roger Miller, Professor of Technology Manage- 
ment, Université du Québec 4 Montréal, and 
University Partner, Secor Inc. focuses on 


technological infrastructure and the need for a 
systems approach to it. He argues that just as the 
production cycle requires its inputs, the development 
process requires different levels of facilities and 
support — and these needs have to be weighed in 
determining infrastructure requirements. 


Another "new" area of infrastructure concerns the 
supply and quality of human capital. Noah Meltz, 
of the University of Toronto, deals with this facet of 
infrastructure. He argues that infrastructure itself is 
undergoing a structural change and requires new and 
more advanced skills for its creation and 
maintenance. He points out that the 
complementarity of human and physical capital is 
significant and often overlooked. Analyzing 
"service" infrastructure, which consists of the health 
and educational sectors, Meltz points out that there 
are long planning frameworks involved in the 
education and training of workers. He also 
identifies a universal underlying requirement for 
general mathematical and scientific training for all 
occupations, not only for professionals in those 
fields. Finally, Meltz considers the psychological 
infrastructure, that he defines as the relationship 
between stakeholders (government, management, 
organized labour and other workers), their 
motivation and commitment and the contribution of 
those attributes to productivity growth and 
competitiveness. 


Examining the current trend in contracting out 
government services, Michael Trebilcock and 
Ronald Daniels of the University of Toronto 
examine three cases: airports, waste management 
and education. They conclude that contracting out 
works best when applied to government products and 
activities (e.g. waste management) that are 
well-defined and measurable. Further, the prospects 
for matching the policy instrument precisely to the 
job at hand are brightest when decision-making is 
transparent, and when political constraints are taken 
into account. 
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R&D Benefits: 
An Analysis of Spillovers 


A distinctive feature of investment in research and 
development (R&D) is that its rewards do not flow 
exclusively to those who put up the money, but tend 
to spill over in all directions. Some of this 
unintended largesse delivers benefits to other firms 
and industries. And, as globalization progresses, a 
growing share of the positive benefits flow 
internationally. 


In a forthcoming technical paper, Jeffrey 
Bernstein of Carleton University and the National 
Bureau of Economic Research, provides a 
framework for examining international spillovers of 
R&D investment between industries in Canada and 
the United States. 


The paper explores three main topics: 


> the importance of domestic and international 
spillovers to the production structure of the Canadian 
and U.S. economies; 


» the productivity growth gains associated with 
international benefits of R&D ; and, 


» the private and social rates of return to R&D 
capital. 


Bernstein’s analysis distinguishes between 
domestic and international spillovers. The domestic 
category encompasses positive benefits that flow 
between different industries within a national border. 
The international kind comprises benefits flowing 
within the same industry but across national borders. 


Comparing impacts, Bernstein finds that of the two 


categories, international spillovers tend to exert the 
greatest influence on production costs, and factor 
intensities (i.e. capital-output, labour-output and 
material-output ratios) . 


Examining Canada-U.S. manifestations of this 
phenomenon, Bernstein reaches two main 
conclusions. One is that international spillovers 
happen more frequently than the domestic variety. 
The other is that more R and D benefits get spilled 
from the United States into Canada than vice versa. 


Indeed, as depicted in this survey, the north-south, 
south-north differences are dramatic. Positive 
benefits from R&D spending in the United States are 
noted in all industries in Canada except rubber and 
plastics. Spillovers from Canada to the United 
States are identified in only seven of the eleven 
industries studied. 


The impacts are also dramatically lopsided in 
favour of Canada. The cost reductions that accrue 
to Canadian industry as a result of U.S. R&D 
capital spending are 2 to 20 times larger than those 
realized by U.S. industry as a result of Canadian 
R&D spending. 


Another major finding is that R&D spending in 
one country can increase the intensity of R&D in the 
other country. This effect is observed in all 
industries except electrical products, transportation 
equipment, rubber and plastics and petroleum 
industries. 


Bernstein’s paper also assesses the effect of 
external R&D benefits on total factor productivity 
(TFP) growth. TFP refers to the productivity of all 
the inputs in the production process. He concludes 
that in most industries, the positive benefits flowing 
from R&D increase TFP. But in some respects, the 
effects are different on opposite sides of the 49th 
parallel. In Canada, international spillovers 
contribute more to TFP growth than domestic 
spillovers. In the United States, domestic spillovers 
are the main contributors to TFP growth. 


The paper concludes with a discussion of social 
rates of return to R&D spending, which generally 
surpass the private rate of return of the R&D 
performer. Canadian social rates of return to 
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investment in R&D range from a low of 32 percent 
in transportation to a high of 162 percent in 
non-electrical machinery. The higher social rates of 
return indicate that at current R&D levels, there is 
substantial under-investment in R&D. This 
under-investment is a function of the positive 
external benefits that are created by investment in 
R&D. 


Competition at Home 
Competition Abroad 
A Study in Complementarity 


Interest in the design and application of 
competition policy has been fuelled in recent years 
by the development of new forms of business 
arrangements in response to increasing globalization 
and technological change. 


Looking at these issues in relation to the new 
environment, a forthcoming Occasional Paper by 
Bureau of Competition Policy Staff at Industry 
Canada, highlights the relationship between the 
competitiveness of industries in international markets 
and the state of competition in their home markets. 


Titled Competition Policy as a Dimension of 
Economic Policy: A Comparative Perspective, the 
study concludes that competition policy is 
complementary to other policies, particularly 
international trade and industrial policies, to the 
extent that they are designed to foster an efficient 
industrial structure. 


The paper examines the design of, and experience 
with, Canada’s present competition legislation, the 
Competition Act of 1986. It notes several features of 
the Act that are conducive to efficient corporate 
restructuring. 


A survey of economic policy in Canada and other 
major industrialized countries suggests that in all 
jurisdictions, competition policy appears to be an 


increasingly important aspect of the economic policy 
framework. There has also been at least a partial 
convergence toward economic efficiency as the core 
objective of competition policy in the OECD 
economies. The authors conclude that Canadian 
competition policies appear to be no less liberal with 
respect to industrial restructuring than those of other 
countries. 


"Globalization has not removed the 
need for an effective competition 
policy in a modern industrial 
economy." 


Looking down the road at emerging competition 
policy issues in Canada, the paper examines: 


> the links between competition policy and other 
economic policies; 


> the application of the Competition Act in regard 
to industrial restructuring and new forms of business 
arrangements; 


> institutional and process issues relating to 
competition policy; and 


» the relevance of Canadian competition law and 
policy as a model for emerging market economies. 


In conclusion, the authors note that competition 
policy is playing an increasingly central role as a 
dimension of wider economic policy — in Canada 
and in the other leading industrialized countries. 
Canadian competition legislation, policies, and 
institutions, they conclude, are generally well 
adapted to meet the challenges that come with this 


trend. 
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Local Economic Seminar Series 


The Micro-Economic Policy Analysis Branch of 
Industry Canada is launching a new Local Economic 
Seminar Series this Fall. The intent of the Series is 
to provide Industry Canada economists with an 
opportunity to hear economic research results from 
colleagues through out the Canadian government. 
The Series will focus on econometric research and 
economic analysis of major micro-economic 
problems. This Fall the series will feature speakers 
from Industry Canada, Statistics Canada, the Bank of 
Canada, and Finance Canada. Topics will include 
wage differentials and efficiency wages, 
unemployment insurance, disinflation and regional 
convergence. 


Distinguished Speaker Series 


The Industry Canada Distinguished Speaker Series 
picks up again this Fall. Speakers confirmed at 
press time include Steven Globerman who will kick 
off the Series in September with a presentation on 
the major research findings and policy implications 
of the recently released Industry Canada Research 
Volume, Canadian-Based Multinationals. Professor 
Globerman served as the General Editor for that 
volume. Dr. Marcel Boyer of the Centre interuni- 
versitaire de recherche en analyse des organizations 
(CIRANO) in Montreal will speak in December on 
Choices of Technological and Organizational Flexi- 
bility in a Strategic Context. In January Professor 
Paul Romer, University of California is scheduled 
and in March, Professor Elhanan Helpman of Tel- 
Aviv University is tentatively scheduled to speak. 
Later in the Spring, Dr. Sylvia Ostry of the Centre 


for International Studies, University of Toronto, will . 


speak on The New Trade Agenda, Post Uruguay 
Round. MICRO will report on other Speakers as 
they are confirmed. 


Release of the 
World Investment Report 1994 


Industry Canada and the Centre for International 
Studies at the University of Toronto co-hosted a 
press briefing on the World Investment Report 1994: 
Transnational Corporations, Employment and the 
Workplace on August 29, 1994 in Toronto. The 
World Investment Report is released annually by the 
United Nations Conference on Trade and Develop- 
ment and is generally recognized as the most up-to- 
date and comprehensive information source available 
of data and analysis on foreign direct investment at 
the global and regional levels. Dr. Sylvia Ostry of 
the Centre for International Studies and Alan 
Nymark, Assistant Deputy Minister, Industry and 
Science Policy, Industry Canada made presentations 
on the significance of the Report findings. The 
Report discusses the implications for the quantity, 
quality, and location of jobs caused by the increasing 
transnationalization of firms and the emergence of 
more complex corporate strategies. 


Industry Canada Partnering with 
Financial Research Foundation 
of Canada 


Industry Canada and the Financial Research 
Foundation of Canada (FRF) have joined forces to 
expand the number of topics under study in the 
major research project on Corporate Decision- 
Making in Canada (highlighted in Project Start Ups 
in the last edition of MICRO). Paul Halpern of the 
University of Toronto and Vijay Jog of Carleton 
University will be the points of contact for the 
FRF’s contribution to this major research volume for 
which Ron Daniels of the University of Toronto and 
Randall Morck of the University of Alberta will be 
the General Editors. Among other subjects, the 
specific research topics that the FRF will fund 
include institutional activism, governance and 
financial system supervision, performance and 
corporate governance structure, and outside financial 
directors and corporate performance. 
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The Importance of Infrastructure 


Infrastructure as a Percent of GDP New Economy Infrastructure 


Per cent of GDP 


Human Investment Systems 
Education 
Training, Apprenticeship 


Total Annual Investment 
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Information Highway 
Research Facilities 
University Labs 


Bricks and Mortar : i 
Lodpenaneser Buy blade eae cRROaet Grek Steed eR een hamster et ee Expanded Infrastructure 
Transportation Systems 


Communications Systems 


Expanded Infrastructure 


Bricks and Mortar 
Roads, Water and 
Sewage Systems 


* Defined as Including Transportation, Communications, Storage, Utilities, Public Buildings 


Institutions (exc. Churches) and Government 


Source: Statistics Canada Source: Industry Canada 


e Infrastructure is the foundation which supports economic activity. The new economy demands infrastructure 
that goes well beyond traditional bricks and mortar. Infrastructure exerts positive external benefits on 
efficiency and productivity, both domestically and internationally. 


e Recent studies based on Canadian data estimate that the rate of return to investment in public infrastructure 
can be between 30 to 70%. 


e Estimates of expanded infrastructure investment declined from a peak of 8.5% of GDP in 1966 to a low of 
5.3% in 1986. The overall decline was primarily due to relative decreases in the construction component. 
From 1986 it grew annually to reach 7.5% in 1991. During this last period, infrastructure investment 
increased as a result of expenditures in communications, airports and marine facilities, involving for the most 
part, federal government funding. 


¢ Canadian investment in expanded infrastructure slowed significantly during the 1980s. On a per capita basis 
it grew at an annual average rate of 2.0% between 1961 and 1981 but slipped to 0.6% from 1982 to 1991. 


* Roads, bridges and buildings will still remain important parts of Canadian infrastructure, but emphasis is 
shifting towards non-physical components such as education and skills development systems and technological 


networks. 


¢ The shift toward the knowledge-based economy raises dependence on human resources and the ability to use 
and create technology more than on natural resources. Examples of new economy infrastructure include the 
information highway, and Industry Canada’s on-line access to databases and analytical information. 
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PUBLICATIONS 


NOW AVAILABLE 


Industry Canada Working Paper Series 


No. 1 - Economic Integration in North 
America: Trends in Foreign Direct 
Investment and the Top 1,000 Firms, 
Micro-Economic Policy Analysis Staff, 
January 1994. 


No. 2 - Canadian-Based Multinational Enterprises: 


An Analysis of Activities and Performance, 


Micro-Economic Policy Analysis Staff, June 1994. 


Industry Canada Occasional Papers 


No. 1, Vol. 1 - Formal and Informal Investment 
Barriers in the G-7 Countries: The Country 
Chapters 

No. 1, Vol. 2 - Formal and Informal Investment 
Barriers in the G-7 Countries: Summary and 
Conclusions 


° * 
Research Volume Series 


Volume III - Multinationals in North 
America, General Editor: L. Eden, 1994 


Volume IV - Canadian-based Multinationals, 
General Editor: S. Globerman, 1994 


Joint Publications ** 


Getting the Green Light: Environmental 
Regulation and Investment in Canada 
(with the C.D. Howe Institute) 

Jamie Benidickson, G. Bruce Doern and 
Nancy Olewiler 


FORTHCOMING 


Industry Canada Working Paper Series 


International R&D Spillovers Between Canadian 
and U.S. Industries 


Multinationals as Agents of Change: Setting a 
New Canadian Policy on Foreign Direct 
Investment 


Competition Policy as a Dimension of Economic 
Policy: A Comparative Perspective 

Joint Publications 

Infrastructure and Competitiveness 


(with the John Deutsch Institute) 
Editors: Jack Mintz and Ross S. Preston 


Information on all Publications mentioned above can be obtained from: Corinne Nolan, Micro-Economic Policy Analysis, Industry Canada, Sth Floor, 
West Tower, 235 Queen Street, Ottawa, Ontario, KIA OH5. Tel: (613) 947-2068, Fax: (613) 991-1261. 

* Research Volumes are available from the University of Calgary Press, tel: (403) 220-7578, fax: 1-800-668-0821. 

** Joint publications can be purchased through Renouf Publishing Company Ltd., tel: (613) 741-4333; fax: (613) 741-5439. 
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Announcing a New Publication Series ...and a New Product Bs | 
ey, 
Up to now, Industry Canada’s Publication Program Following repeated requests, eee banal a will 
has focused on the publication of research studies. make available upon request its Monthly Economic 
The program is being expanded to include a new Indicators (MEI). The MEI presents a "round-up" 
series of papers - the Industry Canada Discussion of economic facts in an easy to read and convenient 
Paper Series - which will focus on micro-economic form. The report draws all of its information from 
public policy issues of strategic importance. The public sources, primarily Statistics Canada and the 
series will include policy syntheses and general Bank of Canada. Each issue includes sections on 
policy papers analyzing the direction a particular growth and competitiveness, capacity gaps, financial 
policy debate is taking. conditions, as well as a special monthly report. 
These papers will be less rigorous and empirical "From the Competitiveness Notebook" (page 9) 
than Industry Canada Working and Occasional contains a summary of the special report on small 
Papers. However, they will be peer reviewed. business that appeared in the October issue of the 
These papers will not represent views of the depart- MEI. Future issues of the MEI will include special 
ment but will reflect views of the author(s) only. reports on direct investment into and out of Canada; 
a detailed look at the employment/unemployment 
The first in this series has just been released. It is situation; a focus on Canada’s current account, 
Multinationals as Agents of Change: Setting a New emerging micro-economic tax issues; a regional 
Canadian Policy on Foreign Investment. See perspective on economic performance; a look ahead 


with a survey of economic forecasts; highlighting 
pressures on cost competitiveness; and a profile of 
LT a IL ET PT STC ATS AI TPN A NATO PEIN A REIN ET| i : 

—$.$qoo corporate financial performance. 
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Canadian Multinationals and 
FDI Policy in a Time of Change 


The trade and investment environment of North 
America has been transformed dramatically over the 
past 20 years by pressures coming from two 
directions. 


In terms of market structures, the main shaping 
force has been widespread trade liberalization in the 
form of such regional trading arrangements as the 
1989 Canada-U.S. Free Trade Agreement and the 
1994 North American Free Trade Agreement. 
International investment liberalization has also 
gained momentum, causing the further globaliza- 
tion of world markets. In the same period, 
fundamental new _ technologies and __ flexible 
automation have caused a massive shift from mass 
production to lean production methods. 


These forces have changed the ways in which firms 
produce and compete with one another. They are 
already forcing major structural adjustments by 
business as competition among firms for market 
share shifts from being national to being regional. 
In most sectors, global competition is now the norm. 


How are the biggest firms in Canada responding to 
these changes, and what responses should they evoke 
from the makers of foreign direct investment (FDI) 
policy? 


These questions are addressed in Multinationals as 
Agents of Change: Setting a New Canadian Policy 
on Foreign Direct Investment, a recently released 
work by Lorraine Eden of Carleton University in 
Industry Canada’s Discussion Paper series. 


Professor Eden examines the impacts of regional 


integration and lean production on multinationals 
(MNEs) in Canada. She argues that multinational 
enterprises are international actors faced by change, 
and, at the same time, they are agents of change. In 
her view, it is time for government to adopt a new 


approach to FDI policy -- one that treats 
multinationals as investment bridges to the global 
economy and as diffusers of technology within the 
Canadian economy. 


In a brief historical summary, the author traces 
Canadian treatment of foreign direct investment from 
1960 to the present and the development of a 
"hub-and-spoke" economic relationship between 
Canada and the United States. Her survey points to 
the deep integration of the Canada and U.S. 
economies and she argues that this integration will 
become even more extensive and multifaceted as a 
result of the regional trading agreements. 


After surveying the trade and direct investment 
links and intra-firm trade between the two countries, 
Prof. Eden outlines the effects of regional integration 
and technological change on MNEs in Canada, 
paying particular attention to their influence on 
decisions about the function and location of plants. 


The author argues that with the advent of regional 
trading agreements and enhanced economic 
integration, underlying economic factors will have 
more impact on MNEs’ locational and organizational 
decisions. Because MNEs are concerned about their 
shares of global markets, they change the 
configuration of their activities so as to increase their 
international competitiveness. 


Generally speaking, she expects that MNEs will 
locate plants and operations with the new wider 
North American market in mind. More horizontal 
and vertical rationalization will take place, leading to 
more intra-firm exchanges. Canada will have to 
articulate a clear role for itself in a North American 
regional strategy to attract investment from abroad. 
Canadian subsidiaries will have to work hard to 
define a role for themselves within the overall 
operations of the MNE. 


The paper concludes by recommending a new 
foreign direct investment policy for Canada; one that 
would not differentiate between inward and outward 
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investment, but that would seek to maximize the 
gains to Canada from MNE activities in both 
directions. The principal policy direction proposed 
is for Canada to develop a new national policy 
centred on the strategic integration of Canada into 
the global economy. The goal of this new strategy 
is to achieve long-run national competitiveness by 
emphasizing the removal of tariff and non-tariff 
barriers to trade and investment, by making a 
commitment to the knowledge-based economy with 
its focus on _ innovation, competition and 
sustainability and by focussing on a_ national 
education policy for the 21st century. 


This strategic integration policy would be 
supplemented with other efforts including: 


> getting the basics right by dealing with the 
deficit, macro-economic policy, regulatory burden 
and the duplication of government services; 

> moving from confrontation to cooperation with 
MNEs in Canada; 

> securing access to the U.S. market; 

> reducing state aids to business and adopting a 
free trade zone strategy; and 

> upgrading to best practice technology by 
attracting best practice multinationals to Canada. 


The paper notes that in the new environment of 
globalized markets, governments and MNEs are 
"partners in the race to engineer competitive 
advantage". Given the rising importance of MNEs 
and the growing importance of intra-firm trade, 
increasingly Canadian foreign and trade policies will 
have to focus on MNEs and their investments. 


UNCTAD’s 1994 Report Traces 
TNC Investment Patterns 


An annual milestone event in financial circles is the 
publication of the United Nations Conference on 
Trade and Development’s (UNCTAD) World 
Investment Report — the world’s only comprehen- 


Sive source of data on global foreign direct 
investment (FDI). 


The release of this year’s report, Transnational 
Corporations, Employment and the Workplace, was 
accompanied in Canada by a media briefing on 
its salient findings. The briefing was given by 
Alan Nymark, Assistant Deputy Minister, Industry 
and Science Policy, and Sylvia Ostry, Chairman of 
the Centre for International Studies at the University 
of Toronto. 


Commenting on the implications of the report for 
Canada, Nymark and Ostry agreed that domestic 
policy needs to focus on providing an attractive 
environment for investment. The Report finds that 
as TNCs battle for competitive advantage by 
globalizing their production and investment, their 
choices of locations for both are increasingly 
determined by such factors as regional growth rates, 
relative labour costs and the existence of pools of 
skilled labour and technology. The more the 
investment, the more attractive the location, as the 
supply base is upgraded and its technologies im- 
prove. On this basis, East Asia and Latin America 
will become increasingly attractive locations. 


UNCTAD’s figures document the impressive 
global clout of TNCs. They now number some 
37,000, the top 100 of which hold about $3.4 trillion 
in assets - about $1.3 trillion outside their home 
country. TNCs control over 200,000 affiliate firms. 


As a result of their global production and 
investment networks, TNC’s control one third of 
world output, about one-third of world trade, and 
some 80% of international royalty payments take 
place on an intra-firm basis. 


TNCs directly employ around 73 million people. 
This represents nearly 10% of non-agricultural 
employment worldwide and close to 20% in 
developed countries. Indirect employment effects are 
much larger, with total associated employment 
estimated at about 150 million. 
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Job growth 


The UNCTAD report shows that direct and 
indirect employment by TNCs expanded in the 
1980s and early 1990s but more slowly than 
worldwide FDI. Employment growth was 
concentrated among foreign affiliates in developing 
countries, where FDI generally took the form of 
greenfield investment, leading to job creation. 
Investment and employment increases were 
particularly concentrated in South, East and 
South-East Asia and in Latin America. The most 
important driving forces were rapid economic 
growth, privatization programs open to foreign 
investors, and the liberalization of direct investment 
regulatory frameworks. 


Meanwhile, employment in parent firms generally 
stagnated or declined, as FDI concentrated on 
mergers and acquisitions and/or labour-saving 
technological improvements. However TNC 
employment is associated with important qualitative 
improvements and it is here that developed countries 
profited, since a high proportion of the stock of 
existing TNC investment is concentrated in these 
countries. 


Employee benefits 


TNCs offer higher wage levels, better working 
conditions and better social security benefits than 
domestically-oriented firms. 


TNCs also provide well-developed training and 
upgrading programs to their employees. It is difficult 
to measure the impact of these activities in terms of 
comparative advantage but, with competitiveness and 
economic growth increasingly dependent on 


knowledge-based man-made resources, it is certainly © 


important. The catch is that it takes satisfactorily 
high existing levels of skills and education to attract 
investment and realize the advantage. 


The report emphasizes the critical role that national 
governments have to play in education and human 


resource development. Governments must 
coordinate policies for human resource development 
with measures to promote FDI and channel FDI into 
strategic areas that maximize TNCs’ long-term 
contributions to national productive capacities. 


Labour markets 


The Report suggests that the growth of an 
internationally integrated production system raises 
important mew issues for the institutional 
organization of domestic labour markets. 
Specifically, there is a need for government, 
business and labour to adapt more readily to change. 


In closing Dr. Ostry noted that, increasingly, 
"domestic" policies do not play as purely domestic 
issues since they often have the potential to hinder 
the free movement of international trade and 
investment. This, in fact, has become the focus of 
the post-Uruguay Round trade policy agenda. 
Harmonization or coordination of environmental 
policies, competition policies and labour standards 
are the issues around which international trade 
debate now centres. 


What Does It Take To Win 
A World Product Mandate? 


The merit badge of the successful subsidiary of a 
multinational is the corralling of a world product 
mandate — being designated by the parent company 
to produce a given item not just for the home market 
but the global one. 


And like merit badges, world product mandates 
have to be earned by initiatives. 


A forthcoming paper by Julian Birkinshaw of 
Western Business School, Ontario, examines an 
array of business initiatives which won world 
product mandates for five large Canadian 
subsidiaries of large U.S. firms, 
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As defined by the author, a subsidiary’s "initiative" 
is the package of activities conceived and carried out 
by the subsidiary to land its world product mandate. 
These range from action taken to identify the 
opportunity in the first place to the measures 
subsidaries take to persuade their parent firms that 
the mandate should be theirs. 


Birkinshaw examines three main questions: 


>» What forms do these subsidiary initiatives take? 


> What processes do subsidiary managers follow in 
pursuit of them? 


> What distinguishes the successful initiative from 
one that does not come off? 


Digging deeper the author investigates the 
influences that spark these initiatives and looks at the 
influence of public sector policy in the process. 
types of 


He identifies four distinct 


mandate-winning activities: 


> Reconfiguration. In this case, the subsidiary 
shows the parent company a way to allocate existing 
corporate assets or resources more efficiently. 
Typically, the subsidiary promotes the conversion of 
a branch plant to a world-scale production facility. 
Key factors in the success of such an initiative are 
timing, strong leadership by key individuals in 
management, the quality of the relationship with 
parent management and -- last but not least -- the 
ability to present a compelling proposal to the parent 
firm. 


> Local-Market Initiative. In this approach the 
subsidiary builds a world product mandate on the 
base of an opportunity first identified in its own 
home market. Here, the vital ingredients of success 
include a high level of autonomy and local presence 
enjoyed by the subsidiary; a strong creative or 


entrepreneurial cast to its corporate personality, and 


compatibility between strategic goals of parent and 
subsidiary companies. 


>» Mandate Extension. This kind of initiative is 
sparked when the subsidiary, in the course of 
traditional business development, detects an 
Opportunity to use existing capabilities to meet an 
international market opportunity. In the companies 
surveyed, the key factors in success were the 
existence of a solid business proposal, a high level 
of autonomy in the subsidiary, a successful track 
record and, again, a strategic fit with the parent 
company, 


> Competitive Bid Initiative. In this case, the 
subsidiary typically finds itself in head-to-head 
competition with sister subsidiaries in order to earn 
the right to a global mandate. Successful bids are 
identified as requiring: (a) a competitive proposal; 
(b) high credibility with the parent; and (c) cham- 
pioning and selling efforts. 


The survey also identifed other trends which 
appear to favour such initiatives. Mandate-winning 
companies tended to be those whose parent firms 
had assigned them steadily increasing responsibilities 
over time and whose corporate personalities included 
an openness to initiatives from their subsidiaries. 


Finally, what kind of business environment fosters 
these initiatives? Birkinshaw’s list includes a liberal 
trading regime, high levels of intra-industry 
competition, the presence of demanding, leading- 
edge customers, a well-educated and entrepreneurial 
workforce, a supportive business infrastructure, and 
a diverse society. 


ew 


The Role of R&D Consortia 
in Technology Development 


Research and Development alliances between 
businesses, universities and governments are playing 
an increasingly important part in business and 
national strategies for development. Extending both 
vertically and horizontally and linking both domestic 
and foreign companies, these coalitions are formed 
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to share the costs and risks of pre-competitive R&D. 
They are particularly common in_technology- 
intensive industries such as_ electronics, 
pharmaceuticals, computers and aerospace and are 
showing up even in more traditional ones such as 
automobiles and textiles. 


In a working paper prepared for Industry Canada, 
Vinod Kumar and Sunder Magun (of Carleton 
University) focus on the growth of R&D consortia in 
the United States and on the extent and the nature of 
Canadian participation in them. 


The authors find that the main factors driving the 
growth of R&D consortia include technological 
progress and globalization of the world economy. 
Over the past 40 years, this trend has been 
accompanied by an expansion of international 
linkages among multinational firms. In the process, 
multinational enterprises have served as the prime 
engines of globalization, permitting a worldwide 
approach to managing manufacturing, sourcing, 
marketing — and R&D. 


Another factor contributing to the proliferation of 
these alliances is an increasingly activist approach by 
government to the shaping of nations’ comparative 
advantages. This stems from a recognition that in 
advanced economies, a nation’s comparative 
advantage is determined more by active industrial, 
and/or technology policies rather than by factor 
endowments. Both Japan and the European 
Community, for example, have used active industrial 
policies to improve the international competitiveness 
of such strategic industries as semiconductors and 
commercial aircraft. And, currently, both the 
United States and Canada are stimulating the 


formation of technology consortia through their new 


or expanded technology programs. 
U.S. Consortia: 
U.S. technology consortia and their accessibility to 


Canadians come in for special attention in this study. 
The authors examined various legal and institutional 


barriers that Canadian companies face when they set 
out to join in U.S. technology consortia, particularly 
those that are financially assisted by the U.S. 
government. They also compiled a profile of the 
leading American R&D consortia, analyzed the role 
government plays in supporting them and cast a 
searching eye on the extent of foreign membership 
in them. 


In a sample survey, the authors found meagre 
participation of Canadian companies in American 
R&D — of 60 consortia members surveyed, only 
one was Canadian. 


More importantly, Canadian firms are not allowed 
to participate in large and leading consortia that are 
funded by the US Federal Government. Canada, for 
instance, is restricted from _ participation in 
cooperative R&D projects supported by the NIST’s 
Advanced Technology Program and Sematech. 


Interviews with consortia participants and 
government officials suggested three additional 
barriers to Canadian participation. 


>» One is the stalemate in attempts to reach an 
umbrella intellectual property agreement between 
Canada and the United States. The US government 
wants a bilateral agreement that establishes some 
guidelines for sharing the intellectual property 
rewards of collaborative research. 


>» Generally speaking, Canadian companies tend to 
be unenthusiastic about joining American consortia 
because the kind of advanced R&D they do does not 
translate quickly into products. Canadians are more 
interested in applied research with quicker 
commercial results. 


>» Canadian companies find that membership fees of 
American technology consortia are too high. 


To get a domestic perspective on these issues, 
Industry Canada conducted two _ consultative 
workshops with Canadian companies, research 
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institutes and universities in March 1994. 
Discussions centered on three broad themes: reasons 
for low participation of Canadian firms in foreign 
technology consortia, the barriers they face and the 
potential role of government. 


Several participants said that it was necessary to 
view the problem in_ perspective. Canadian 
companies are small- and medium-sized enterprises 
and they specialize in market niches. When they 
form technology alliances, it is usually for 
"near-market" or applied research in conjunction 
with market alliances into which they have entered 
to compete globally. In short, Canadian participation 
is low only in precompetitive technology consortia. 


Participants in the workshops confirmed the 
existence of barriers to Canadian participation in U.S 
consortia, and even more extensive ones in Europe 
and Japan. None of these, they thought, were 
insurmountable for companies with the necessary 
expertise in a given technology, or which had strong 
R&D infrastructure. 


Where does public policy fit into the equation? 
Some workshop participants argued that 
government’s role should be limited to providing 
stronger R&D and university infrastructure or 
helping along the formation of horizontal consortia 
that emphasize basic research. Others suggested that 
the federal government stimulate domestic 
technology consortia by providing direct subsidies or 
by instituting government procurement policies that 
support that goal. 


Distinguished Speakers in 


_ Economics Series: Focus on Trade 


and Investment Liberalization 


At regular intervals, Industry Canada invites 
experts to present their views on_ selected 
Critical issues in its Distinguished Speakers 
in Economics Series. 


In the most recent lectures in the series two 
distinguished economists, Dr. Steven 
Globerman and Dr. Richard Harris of Simon 
Fraser University, examined the impact of falling 
barriers on international investment and trade. 


As the framework for his discussion, Professor 
Globerman reviewed the research findings and policy 
implications contained in Canadian- 
Based Multinationals, the most recently published 
Industry Canada research volume. 


The message of the reseach, he concluded, was 
that outward investment is good not only for the 
economic health of the investors but for the 
countries in which they are based, and he cites the 
following beneficial effects: 


> outward investment does not impair domestic 
capital formation; 

> it complements 
trade; and 

> it encourages specialization of production, a trend 
which is associated with productivity improvements 
and increased trade flows. Outward investment also 
appears to promote specialization of R&D and 
stimulate home country innovation. The product- 
ivity of domestic R&D is therby improved while 
facilitating a two-way flow of innovative practices 
and products between home and host countries. 


rather than substitutes for 


Professor Globerman notes also that specialization 
of production is more likely to affect the structure of 
employment rather than the number of jobs in the 
economy, and that higher-paid, knowledge-based 
jobs tend to concentrate in higher-productivity 
countries. 


Despite these benefits, Dr. Globerman contends, 
the government should not directly promote outward 
foreign investment. He noted that the most effective 
way to encourage international investment flows, in 
any case, is through continued multilateral 
liberalization of the world trade and investment 
environment. 
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Mil Cine 


Evaluating WHFTA 


In a lecture, titled Human Capital and Dynamic 
Gains from Economic Integration of North and South 
America, Professor Harris looked at the potential 
impact of the economic integration of Canada and 
the United States with Latin America in a Western 
Hemisphere Free Trade Agreement (WHFTA). 


He noted that the literature on measurable dynamic 
gains from trade is large on vision and short on 
actual numbers. To estimate one potential source of 
gains from integration, Professor Harris used a 
variant of a conventional two-country model of 
economic growth grounded in a dynamic factor 
endowments-based theory of trade. 


In this theory, international differences in 
productivity and income levels are traceable to 
differences in human resources, including education 
and skills levels. 


This provides a framework in which some of the 
long term effects of slow-moving changes in the 
aggregate skills of human populations can be 
incorporated for empirical analysis. 


Applied to WHFTA over a 20- to 30- year time 
frame, the long-term results produced by this model 
differ substantially from those suggested by most 
static trade-based models. For Latin America, 
long-run multipliers on income gains tend to be 
about 2 to 3 times those arrived at with trade 
models, and - 2 to + 2 in the case of North America 


In general the results suggest that WHFTA could 
produce a strong negative diversion of investment 
from North America. On the other hand, the sharp 


differences in human capital intensity between. 


regions would serve as a counter weight, resulting in 
an extremely long transition period and a slow 
movement of capital from the rich North to the 
South. 


Distinguished Speakers 


in Economics Series 
Schedule for 1994-95 


This year’s Distinguished Speakers in Economics 
Series is already underway. Here is the schedule for 
the remainder of the season: 


January 6, 1995 — PAUL ROMER, University of 
California, Berkeley, on "R&D and Knowledge- 
based Growth" 


February 17, 1995 — ANDRE RAYNAULD, 
Institute for Research on Public Policy, on "Labour 
Markets and Structural Change" 


March 24, 1995 — ELHANAN HELPMAN, Tel- 
Aviv University, on "Trade Policy and Politics" 


April 21, 1995 — SYLVIA OSTRY, Centre for 
International Studies, University of Toronto, on "The 
New Trade Agenda, Post Uruguay Round" 
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FROM THE COMPETITIVENESS NOTEBOOK 


Growing Importance of Small and Medium Sized Enterprises 


Shifts in Employment Shares: 
By Firm Size* 
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Firm Size: Number of Employees 


Source: Small Business Data Base 


Export Participation: 
Share by Firm Size, 1992 


Value of Exports Number of Exporters 
Medium Small 
71% 2.2% Large Medium 


3.0% 8.9% 


Source: Statistics Canada 


° Small and medium sized enterprises (SMEs) play a key role in the economy in terms of 
employment and production. Equally or even more important, SMEs introduce dynamism 
and flexiblity into the system. These qualities are necessary to competitiveness and are 
particularly important as the Canadian economy moves to a more knowledge-based, higher 


value-added system. 


° Small businesses are manufacturers with under 100 employees or service sector firms with 
fewer than 50 employees. Medium sized enterprises have up to 500 employees. 


° The trend in most industries has been towards smaller production units. The average number 
of employees per firm in manufacturing fell from 41 in 1982 to 34 in 1992. 


e SMEs produced 57% of GDP in 1992 and make up 99% of Canada’s 2.1 million businesses. 
Their share of employment in the economy rose 6.8 percentage points between 1982 and 
1992. Over 70% of jobs created in the first seven months of 1994 were attributed to firms 


with 50 or fewer employees. 


. SMEs are expanding outward into global markets. The number of SME exporters has grown 
rapidly from 33,000 in 1986 to 73,000 by 1992. The new exporters are from a much in 
broader range of industries than Canada’s traditional large exporters. They tend to specialize 
in "niche" exports -- goods and services overlooked by large businesses. SMEs now account 
for about 9% or $14 billion of merchandise exports. 
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PUBLICATIONS 


NOW AVAILABLE 


Industry Canada Working Paper Series 


No. 1 - Economic Integration in North America: 
Trends in Foreign Direct Investment and the Top 
1,000 Firms, Micro-Economic Policy Analysis 
Staff, January 1994. 


No. 2 - Canadian-Based Multinational Enterprises: 
An Analysis of Activities and Performance, 
Micro-Economic Policy Analysis Staff, June 1994. 


No. 3 - International R&D Spillovers Between 
Canadian and U.S. Industries, Jeffrey 1. 
Bernstein, September 1994. 


Industry Canada Occasional Papers 


No. 1, Vol. 1 - Formal and Informal Investment 
Barriers in the G-7 Countries: The Country 
Chapters 

No. 1, Vol. 2 - Formal and Informal Investment 
Barriers in the G-7 Countries: Summary and 
Conclusions 


Industry Canada Discussion Paper Series 


No. 1 - Multinationals as Agents of Change: 
Setting a New Canadian Policy, Lorraine Eden, 
November 1994. 


Joint Publications ** 


Infrastructure and Competitiveness 
(with the John Deutsch Institute) 
Editors: Jack Mintz and Ross S. Preston 


FORTHCOMING 


Industry Canada Working Paper Series 
The Economic Impact of Mergers and Acquisitions 


Steppin’ Out: An Analysis of the Education 
Experiences and Early Labour Market Outcomes of 
a Panel of Recent Science and Non-Science 
University Graduates 


Industry Canada Occasional Paper Series 


Gender Tracking in University Programs: An 
Analysis of Gender Patterns in Canadian 
Scholarships Program Disciplines and Non-CSP 
University Disciplines 


Business Development Initiatives in Multinational 
Subsidiaries 


Competition Policy as a Dimension of Economic 
Policy: A Comparative Perspective 

Monthly Economic Indicators 

January - Economic Outlook 


February - Focus on Competitiveness 
March - Canada’s Current Account 


Information on all Publications mentioned above can be obtained from: Corinne Nolan, Micro-Economic Policy Analysis, Industry Canada, 5th Floor, 
West Tower, 235 Queen Street, Ottawa, Ontario, KIA OH5. Tel: (613) 947-2068, Fax: (613) 991-1261. 

* Research Volumes are available from the University of Calgary Press, tel: (403) 220-7578, fax: 1-800-668-0821. 

** Joint publications can be purchased through Renouf Publishing Company Ltd., tel: (613) 741-4333; fax: (613) 741-5439. 
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Upcoming Conference... 


Knowledge-Based Growth and 
Micro-Economic Policies 


As part of its Research Publications Program, 
Industry Canada recently commissioned a dozen 
experts in economic growth to study and report on 
the implications of knowledge-based growth for 
micro-economic policies in Canada. Professor Peter 
Howitt of the University of Western Ontario agreed 
to act as intellectual guide for the project and as the 
general editor of the volume in which the collected 
papers will be published. The authors will present 
their findings and submit their work for peer review 
at a conference in Ottawa on March 30-31, hosted 
by Industry Canada. 


The conference will cover three areas of study in 
separate sections. 


Concepts and Measurement Issues 


The first part — Concepts and Measurement Issues 
— will deal with the measurement issues confronted 
in translating endogenous growth theory into action. 
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The questions to be addressed include: how to define 
knowledge; why knowledge is operationally different 
from other goods; what are the relevant dimensions 
of knowledge by which its use as an input or output 
should be measured; how to make these 
measurements; how are different sources of growth 
related to each other; and identification of sectors or 
firms which use or produce knowledge intensively in 
order to-understand the economic performances of 
high knowledge industries compared to medium or 
low-knowledge industries. 


Factors That Facilitate Economic Growth 


In the second part of the conference, participants 
will discuss factors which make for economic 
growth. Participants will present empirical evidence 
to support conclusions about two relationships: 


> the linkage between trade and knowledge-based 
growth; 

>» the impact of economic integration on 
knowledge-based economic growth, and vice versa. 


The conference will attempt to draw empirical 
conclusions from this evidence and to determine the 
policy implications for Canada. 


The link between interprovincial barriers and 
endogenous growth will be explored by looking at 
existing estimates of the social costs of interprovin- 
cial barriers to trade and whether or not endogenous 
growth considerations significantly change the 
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results. The link between intellectual property 
regimes and economic growth will also be explored. 
Case histories, focused on results associated with 
various microeconomics policies, will be presented 
to identify conditions which appear to favour or 
work against the success of these policies. 


Canada and the 
Global Telecommunications Revolution 


In the third part of the conference the focus will be 
on the so-called information highway. One aim will 
be to identify the highway’s essential characteristics 
and its potential impact -- including that generated 
by infrastructure investment -- on Canadian eco- 
nomic performance. The conference will also 
examine R&D and productivity growth in the 
Canadian telecommunications industry and the fac- 
tors that govern self-generated technological change 
in the telecommunications equipment industry. It 
will also look at the impact of this technological 
change on productivity growth in the industry itself 
and on the Canadian manufacturing sector. 


Conference will review research on 
Corporate Decision-Making in Canada 


Industry Canada - in collaboration with the 
Financial Research Foundation of Canada - has 
commissioned 18 research papers on the theme 
Corporate Decision-Making in Canada. Professors 
Ron Daniels (University of Toronto, Faculty of 
Law) and Randall Morck (University of Alberta, 
Faculty of Business) are serving as General Editors 
of the research volume. They will also act as 
rapporteurs for the project’s midpoint peer review 


conference on March 20-21, 1995 in Toronto. This . 


conference will bring together experts from business, 
legal, academic and government organizations to 
provide critical commentary on first drafts of the 18 
papers. 


The research project is intended to provide policy 
support on two fronts. By improving understanding 
of the distinctive features of the Canadian corporate 
landscape and the relative effectiveness of 
institutional linkages, the research should contribute 
to improving the growth and_ productivity 
performance of the Canadian economy. It will also 
deepen the analytical foundations supporting planned 
revisions to federal business legislation. 


The project focuses on the following policy-related 
issues: 


National Economic Growth 


>» the implications of encouraging a longer-term 
corporate perspective regarding investments in R&D 
and in human capital; 

> the future role of Canadian subsidiaries; and 

>» the interrelationships between corporate 
governance structure and practices, corporate- 
decision making, and corporate performance. 


Governance 


> the role of banks in corporate governance; 

» the appropriateness of existing standards 
respecting the structure and composition of boards of 
directors; and 

» the accountability of directors and managers of 
non-profit organizations. 


Institutional Investors 


>» should Canadian law continue to emphasize 
minority shareholder protection; 

> does the importance and special characteristics of 
institutional investors necessitate amendments to the 
Canadian Business Corporations Act; 

>» should insider-trading and takeover rules be 
amended for institutional investors; and 

>» what, if any, special provisions are required to 
ensure the accountability of institutional investor 
managers to fund beneficiaries? 
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Canadian Conglomerates 


> the implications of directors’ liability provisions 
and residency requirements for the governance of 
conglomerates; 

> the adequacy of existing corporate and securities 
regulations with respect to intra-conglomerate 
transactions; and 

> the implications of Canadian conglomerates for 
Canadian competition policy? 


Compensation Policies 


> do incentives contracts between managers and 
shareholders impact on corporate performance; and 
>» the need for and nature of legislative reform 
designed to ensure more rational performance-based 
executive compensation policies. 


Filling a Research Gap 


The new Canadian research was commissioned 
against the backdrop of intensified interest in 
corporate decision-making. This has followed 
largely from new economic growth theory, which 
holds that the structures and decision-making 
practices of economic institutions and corporations 
influence the growth prospects of firms and therefore 
nations. 


According to new growth theory, several 
microeconomic factors influence the competitiveness 
of individual corporations and ultimately, national 
economic growth. They include: the corporate 
form, the organizational structure of firms and 
groups of firms, and differences in national 
relationships among governments, firms and 
financial agents. 


Remarkably, research on Canadian corporate 
decision-making has remained largely uninformed by 
empirical data - either quantitative or qualitative - 
drawn from the Canadian experience. A further 
problem is the extent to which it has concentrated 
narrowly on the role of the board of directors and 


has neglected the wide range of other market and 
legal constraints that affect corporate behaviour. 


The new research is designed to fill these gaps and 
broaden the debate to include behavioural elements, 
the role of institutions and their inter-relationship, 
and their impact on Canada’s economic growth 
performance. 
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Mergers and Acquisitions - 
The Corporate Impact 


Interest in mergers and acquisitions -- never far 
below the surface -- has intensified since 1980s as a 
result of the wave of M&As in that period. Now, 
Industry Canada is publishing a study of their impact 
on corporations. 


Contained in a recently released working paper by 
Industry Canada research economist Gilles 
Mcdougall, the study evaluates the profitability of 
U.S. and Canadian corporations that were the 
objects of mergers or acquisitions. 


The author observes that studies evaluating the 
profitability of such companies can be divided, by 
approach, into two groups: 


The first approach is financial -- the focus in this 
case is on what happened to the share prices and 
returns to shareholders of these companies compared 
with those of a control group formed of companies 
that were not taken over in the period. In this 
approach, corporate performance is considered to 
have improved if the returns to shareholders increase 
after the acquisition or merger. 


Results obtained using this method, largely in the 
United States but also in Canada, show that 
corporate takeovers are generally good for 
shareholders and that stock markets generally react 
favourably to news of impending mergers and 
takeovers. 
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The second group of studies takes an industrial 
organization approach involving a 
before-and-after-acquisition look at specific aspects 
of the financial or economic performance of merged 
and acquired corporations. Trends in these 
variables, when compared to those of a reference 
group, provide an indication of the net effect of the 
acquisition on profitability. 


Taking the second approach, Mcdougall examines 
the impact of mergers and acquisitions on corporate 
decisions and corporate performance, using data 
compiled by Statistics Canada specifically for the 
study. 


This data relates to a group of firms that were the 
objects of merger or acquisition between mid-1985 
and end of 1987 and all cases selected for analysis 
had come before Investment Canada for approval. 
Since that agency reviews only firms above a certain 
threshold, the companies studied were all large — and 
all became foreign-controlled as result of the mergers 
or takeovers 


Using standard statistical techniques to disentangle 
the impact of the takeover on the performance of the 
continuing firm, Mcdougall drew the following 
conclusions: 


>» Corporations that have been taken over by 
foreign interests increase their capital investment and 
their R&D spending. 

>» Foreign takeovers do not help short-term 
profitability of the firm taken over -- in fact, the 
immediate effect is a sharp decline in their profit-to- 
sales and profit-to-equity ratios. 

> In the longer-run, however, high R&D spending 
and high profitability seem to go together. 


> Increased capital investment seems to go hand in ~ 


hand with increased R&D spending, implying that 
these two inputs complement each other. 

> Economies of scale appear to exist in R&D. Asa 
firm grows, the relative amount of R&D spending it 
needs to do declines. 

>» Corporations taken over by foreign interests 


Page 4 


behave differently from those taken over by 
Canadian interests. The latter seem to register an 
increase in short-term profitability and, at best, no 
change in investment in physical capital or research 
and development. 


These findings imply an interesting adjustment by 
firms to a foreign takeover. One immediate effect 
seems to be that they seem more willing to invest in 
R&D or physical capital -- to the extent of accepting 
short-term reductions in profitability to do so. 


This research appears to underline the importance 
of analyzing the longer-term consequences of 
mergers and acquisitions profitability. 


The relatively poor profitability of the target firm 
in the period immediately following a foreign 
takeover apparently reflects a period of adjustment 
during which the firms learn to work together and 
acquiring companies learn how to make profitable 
use of their new assets. 


Corporate assets are becoming increasingly 
knowledge-based and intangible, embodied either in 
some piece of equipment, or in the people within the 
firm. The internalization and_ technological 
competence theories suggest that acquiring these 
intangible assets is an important motive in making 
acquisitions. To profit fully from these intangible 
assets, corporations need time and complementary 
investments in physical capital and research and 
development. The findings of our research suggest 
that these two theories might lead to a correct 
interpretation of the motives for mergers and 
acquisitions activities. 
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Measuring Competitiveness - 
A New Study 


Everyone talks about competitiveness. But what 
is it, and how do you measure in it? In a 
forthcoming paper titled Competitiveness: Concepts 
and Measures, prepared for Industry Canada, 
Professor Donald G. McFetridge of Carleton 
University, presents a convenient and formal (but 
not overly technical) summary of prevailing views. 


The author considers competitiveness at three 
levels: the firm, the industry and the nation. He 
points out that concepts can be valid at one level of 
aggregation but not at another — and that different 
measures or indicators apply at each level. 


The Competitiveness of Firms 


McFetridge believes competitiveness is most 
meaningful when considered in relation to firms. 
Furthermore, any indication of competitiveness 
needs to be measured over several periods of time 
rather than one. 


There are some sophisticated measures of the 
competitiveness of firms. One mentioned in this 
paper is called “Tobin’s q”. In this case the 
measuring-stick is the market value of a firm’s debt 
and equity. If they are less than the replacement 
cost of its assets, the firm would be considered to be 
uncompetitive. This would be an indication that 
some or even all its past investments had been in 
error. 


Other indicators of firms’ competitiveness are 
average costs relative to the competition (including 
unit labour costs), total factor productivity (average 
productivity of all inputs) and market shares. 


Competitiveness can also be measured in terms of 
people’s capabilities — specifically in terms of the 
calibre of management and the ability to exploit a 
firm’s unique “core competencies.” The author also 
cites a 1991 OECD report which suggested that a 


variety of factors that have nothing to do with output 
or input prices can cause case differences in the 
productivity of labour and capital and the quality and 
performance of products. Mentioned specifically 
were scale economies, process systems, size of 
inventories, management quality, the state of labour 
relations. 


The Competitiveness of Industries 


How do we measure the competitiveness of 
industries and _ sectors? At this level, says 
McFetridge, comparisons have to be made — a 
given industry in one region or country must be 
measured against a counterpart in another with 
which it is now a trading partner or with which it 
may be in the future. 


He adds that most of the measures of 
competitiveness used for firms can be applied to 
industries. Profitability is one: an industry that 
consistently earns average or above average rates of 
return in open competition with foreign counterparts 
can be regarded as competitive. Comparisons can 
also be made of costs, productivity and market 
share. 


The author notes that in assessing the cost 
competitiveness of industries, economists have come 
to regard the cost of capital as a more general 
indicator than labour costs. He suggests that a 
broader unit cost measure might incorporate both the 
cost of capital and the cost of labour. 


Two other measures of industry competitiveness 
are mentioned. One is trade balances. Another is 
"revealed comparative advantage " — based on the 
relative share of the world market captured by a 
nation’s products or product classes. 


Sources of comparative or competitive advantage 
include factor costs, market access and innovation. 
Factor cost advantages may reflect natural resource 
or labour endowments — this is the traditional 
explanation of comparative advantage. Favourable 
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market access may be the result of locational 
advantages or of tariffs. Innovation-based 
comparative advantage grows out of human capital 
endowments. This advantage can be "engineered" in 
as much as skills and knowledge can be acquired. 


The author refers to Porter’s conclusion that 
productivity is a result of innovation, which 
flourishes in properly-functioning industrial clusters 
or “diamonds.” The study of clusters, he says, is an 
attempt to better understand the growth process and 
to determine where innovation comes from — 
products, process and organization. Its point of 
departure is a recognition that innovation does not 
just happen but is the end result of a long cumulative 
process of past learning. That process, he observes, 
is interactive since “we must learn from someone.” 


This being so, the extent to which domestic firms 
interact with their customers, suppliers, rivals and 
the public sector is a factor in their productivity 
growth and their competitiveness. And, if industrial 
clusters are indeed the well-spring of innovation, 
then firms tied in with effective clusters are at an 
advantage. 


The Competitiveness of Nations 


The author notes that at the level of the nation, 
many indicators of competitiveness have been 
suggested. They fall into two broad classes - one 
based on real per capita income or productivity 
growth — the other on trade performance. 


The two are not always separate, the author points 
out, since there may be improvements in “terms of 
trade” that increase a country’s per capita income. 


These may result from a world-wide excess demand | 


for the goods and services a country exports and/or 
a world-wide excess supply of the goods and 
services it imports. In this sense, the “trade” and 
“per capita income” approaches are related. 


Furthermore, says the author, a national “export 
portfolio” concentrated in high-growth industries 


and/or an “import portfolio” concentrated in 
slow-growth or declining industries may presage an 
improvement in the future terms of trade, hence, in 
per capita national income. 


Although McFetridge is sceptical about measures 
of competitiveness at the national level, he allows 
that per capita income growth is the best indicator of 
a nation’s economic success. And, since the most 
important source of per capita income growth is total 
factor productivity growth, it too could also serve as 
a benchmark of national competitiveness. 


His summary conclusion: 


> at the firm level, the concept of competitiveness 
is well-defined and useful; 

» at the industry level the concept can be applied 
but the fit is not as comfortable as it is at the firm 
level; and 

>» at the national level the concept is not 
particularly useful. It is most important at the firm 
level, and nations are not firms. 
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What makes Firms and Industries 
Flexible? And Why? 


Why does Japan seem to invest more in Flexible 
Manufacturing Systems (FMS) than Canada or the 
United States? Interest in this question led CIRANO 
(Centre interuniversitaire de recherche en analyse 
des organisations) to make a wider study of the 
relationships between strategic technological choices 
and their impact on economic growth. 


Last December, Dr. Marcel Boyer reported some 
of the findings of this study in a lecture in Industry 
Canada’s Distinguished Speakers in Economics 
series. Dr. Boyer is Vice-President and Scientific 
Director of CIRANO and Professor of Economics at 
the University of Montreal. 


In his paper, Dr. Boyer identified certain 
characteristics that have made EMS_ popular 
throughout the world. One is that although these 
technologies cost more in terms of initial investment, 
they cut subsequent setup costs significantly. This 
permits more product and volume flexibility in terms 
of lead time, unit variable cost, and average batch 
size. 


The research suggests that the flexibility of a given 
industry depends on six factors: the size of the 
market, the variability or risk in the level of 
demand, the price sensitivity of demand, the average 
cost-minimizing level of production, the additional 
investment cost required for a flexible technology, 
and the minimum level of the average variable 
production cost of an inflexible technology. 


What about the flexibility of firms? According to 
Professor Boyer, whether a given company chooses 
a flexible technology or an inflexible one depends 
partly on efficiency or cost considerations and partly 
on strategic ones. The latter include: the selection 
of the amount produced in a situation given an 
unknown market size, variability or risk in the level 
of demand, and competitors’ reactions to particular 
technological and production choices. 


The research suggests that these new technologies 
are likely to cause very significant changes in both 
the terms of competition and in growth patterns. 
This will happen as shifts in production processes, 
caused by FMS, trigger changes in the internal 
organization of firms, their market environments and 
their relationships with suppliers and customers. 


Flowing from the research are some predictive 
assumptions about corporate behaviour vis-a-vis 
technologies such as FMS. In a given firm, the 
value of flexibility will increase with the intensity of 
competition and in step with increases in the size of 
the market. Under the pressure of competition firms 
can be expected to switch, one at a time, from an 
inflexible technology to a flexible one. Finally, as 
the investment cost of these technologies go down, 
their use will increase. 
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From Paul Romer: 
A Plan for Fostering Innovation 


Given a fixed resource base, the most important 
factor in the growth of an economy is innovation, 
says Paul Romer. That being so, it is crucially 
important to have institutional frameworks in place 
that foster innovation. One of the ways that policy 
can influence the rate of economic growth, 
therefore, is through its impact on the institutional 
framework. 


Romer, who is one of the foremost economic 
authorities in the area of knowledge-based growth 
theory, spoke on this theme in a January 
presentation in Industry Canada’s Distinguished 
Speakers in Economics lecture series. 


Precompetitive research is an area critical to 
innovation-building because the knowledge or "non- 
rival goods" developed at this stage can be used with 
equal value by large numbers of firms as more 
productive inputs to production. As a result of this 
characteristic, non-rival goods have high social rates 
of return — estimated at 30 to 50 per cent. 


Precompetitive R&D generally involves very high 
initial investment. This feature requires sufficient 
intellectual property protection for appropriating the 
benefits resulting from possible product and process 
innovation. However, that leads to some degree of 
monopoly power and obstruction of the optimal 
distribution of non-rival goods. As a result, these 
factors lower the social rate of return and the 
economic growth rate. 


To .get around this problem and _ stimulate 


innovation and economic growth, Romer suggests - 


that the government institutionalize the type of 
industrial alliance that has proven successful in 
financing R&D. Romer proposes establishing a 
regular procedure which would allow for the sharing 
of high development costs and industry selection of 
promising investment opportunities. Companies of 
a given industrial sector could collectively finance 


knowledge-oriented investments by agreeing upon 
and imposing a self-initiated levy on the entire 
industry. Revenues would be retained within the 
industry to finance investment projects with large 
positive spillover effects. Because the entire sector 
would contribute to the financing, research results 
and other benefits would be freely available to all 
companies in the industry. 


Industry would have to apply to the federal 
government for permission to establish a board to 
finance a given industry-specific public good. The 
government would be responsible for analyzing 
industry proposals and judging their merits. It 
would also be available to provide guidance in the 
initial determination and development of project 
targets. 


If government sector experts found merit in a 
proposal, they would convene hearings to confirm 
that it addressed a genuine public need. If it did, the 
next step would be a vote within the industry to 
ensure that a minimum specified majority of firms 
supported the proposal. If a large enough fraction of 
the industry supported the initiative, a modest, 
agreed levy would be imposed on the entire 
industry. Proceeds would be returned to the 
industry to finance the specified initiative. 


This approach would promote primary innovation 
and its secondary spillover effects, without recourse 
to government financing, loan guarantees or tax 
credits. 
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1986$ Billions* 1986$ Billions* 


* Seasonally adjusted at annual rates 


FROM THE COMPETITIVENESS NOTEBOOK 


Spotlight on Electric and Electronic Products Industries 


Real Gross Domestic Product 


(at Factor Costs) Capacity Utilization Rates 


lectric & Electronic Products Industries — 
— All Manufacturing Industries 
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Source: Statistics Canada Source: Statistics Canada 


The manufacturing sector was hard hit by the recession and was slow to recover. Last year 
marked the first strong year of growth in quite some time. The key factors fuelling growth were 
the continuation of both the export boom and strong business investment in machinery and 
equipment. 


The electric & electronic products industries were leading contributors to the manufacturing 
performance. The products of these industries include: office, store and business machines; 
small and major appliances; home audio and video equipment; electronic equipment; batteries; 
and, communications, energy wire and cable. 


Electric & electronic products (EEP) industries have experienced significant growth since the 
trough of the recession. In November 1994, the output of these industries was 57.5 per cent 
higher than in December 1991. For all of manufacturing, the increase was only 20.0 per cent. 
As a consequence of faster growth, EEP industries’ share of manufacturing output has risen 


2.8 percentage points to 11.9 per cent. 


Part of their success can be attributed to substantial efforts to improve competitiveness, for 
instance by restructuring, shedding labour and moving to world product mandates. Unit labour 
costs have come down significantly and productivity has been rising. 


EEP industries were able to raise production quickly by utilizing unused capacity. These 
industries are now operating near full capacity. 
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Industry Canada Working Paper Series 


No. 1 - Economic Integration in North America: 
Trends in Foreign Direct Investment and the Top 1,000 
Firms, Micro-Economic Policy Analysis Staff, 

January 1994. 


No. 2 - Canadian-Based Multinational Enterprises: 
An Analysis of Activities and Performance, 
Micro-Economic Policy Analysis Staff, June 1994. 


No. 3 - International R&D Spillovers Between 
Canadian and U.S. Industries, 
Jeffrey I. Bernstein, September 1994. 


No. 4 - The Economic Impact of Mergers and 
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Corporate Governance Conference 


Objectives 

The poor economic performance of the OECD countries 

and the serious economic difficulties of many large and 

well-known global companies in the 1980s and 1990s 

highlighted the importance of corporate governance for 

effectively managing the challenges of structural changes 
and economic adjustment. 

Industry Canada in collaboration with the Financial 
Research Foundation of Canada commissioned 18 research 
papers to thoroughly examine various aspects of corporate 
governance and their interrelationships with corporate deci- 

sion making and corporate performance. 

The research is focused on the following important 
aspects of corporate governance in Canada: corporate 
governance and economic growth, ownership concentra- 
tion, the Board, director liability, institutional investors, 
executive compensation, minority shareholder protection 
and long-term investment decisions. 
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The output from this research effort is expected to pro- 
vide policy support on two fronts. First, it is expected to 
improve the understanding of the growth performance of 
firms, and hence nations, and the role of business and 
government in this process. Second, it will provide ana- 
lytical support for the planned revisions to federal busi- 
ness legislation through amendments to the Canada 
Business Corporations Act. 

The Toronto Conference, held March 20 and 21, 
served as a peer review of the commissioned papers. The 
revised version of the conference papers will be published 
by Industry Canada. Professors Ron Daniels (University 
of Toronto, Faculty of Law) and Randall Morck 
(University of Alberta, Faculty of Business) will serve as 
the General Editors of the volume. 


Main Findings 
The corporate governance structure in Canada differs a 
great deal from the American governance structure in 
three important ways: 
¢ Corporate ownership in most Canadian firms is con- 
centrated in the hands of very few, very large share- 
holders. On the other hand, most American firms are 
owned by a large number of very small shareholders. 
¢ Institutional ownership is much higher in the United 
States than in Canada. They control on average over 
50 percent of the voting shares of American corpora- 
tions, compared with less than 40 percent in Canada. 
However, the importance of institutional ownership 
is increasing in the two countries, as well as in many 


of the OECD countries. 
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¢ The CEO is also the Chairperson of the Board in 60 
percent of American companies, compared with less 
than 35 percent of cases in Canada. 

The correlation between the governance structure, 
decision and performance variables, as expected, is signif- 
icant and strong in American firms. In Canada, on the 
other hand, the relationship is weak and not robust. 
These results imply that the differences in corporate 
ownership play a crucial role in determining the impact 
of the governance system on corporate decision making 
and corporate performance. 

Although banks play an active role in the governance 
of non-financial corporations in both Japan and 
Germany, there is no clear evidence their practices result 
in superior corporate performance. Much of the evidence 
suggests that the involvement of banks is motivated by 
non-financial considerations. 

The case study of two Canadian conglomerates (Hees- 
Edper Corporate Group and BCE Inc.) suggests that 
their poor performance might be the result of an ineffec- 
tive governance system such as the director-manager 
monitoring system. Canadian pension fund managers 
have identified the perceived lack of independence of 
Canadian directors and the use (actual and potential) of 
poison pills (anti-takeover devices) as the major govern- 
ing issues in Canadian corporations. The available evi- 
dence does not suggest that markets and managers are 
myopic with respect to longer-term investments in R&¢D 
and human capital, indicating no major market failure 
problem. 

Nonprofit institutions play a large part in the Canadian 
economy, and their importance will continue to grow. In 
1992, it was estimated that they account for close to 10 
percent of Canadian gross domestic product. This high- 
lights the importance of the effective governance of non- 
profit institutions for economic growth in Canada. 
Informational asymmetries between majority and minori- 
ty shareholders are important impediments to protecting: 
minority shareholders. 

The composition of the Board (the outside/inside 
director ratio), a crude proxy for the independence of the 
Board, is positively related to size of the corporation and 
negatively related to number of voting rights held by 
insiders (employees of the company). The correlation 
between executive compensation and firm performance 


measures is not robust. Whistleblowing by employees can 
play an important role in both detecting and preventing 
corporate wrongdoing. 


Policy Implications 
Framework policies, especially corporate laws and poli- 
cies, could play an important role in improving the eco- 
nomic performance of firms and nations: 
¢ The corporate governance debate in the United States 
and the suggested policies and actions for business 
and government are not very relevant to Canada 
because of the sharp differences in ownership struc- 
ture in the two countries. Issues such as size and com- 
position of the Board, executive compensation and 
institutional ownership are not as important in 
Canada as in the United States. Instead, protection of 
minority shareholders, improving communication 
between shareholders, directors’ and company liabili- 
ty, poison pills, disclosure of information and whistle- 
blowing are some of the important governance issues 
in Canada. 
¢ Continued liberalization of factor, product and capi- 
tal markets will play an important role in improving 
the corporate governance system in Canada. 
¢ Adoption of the German and Japanese systems of a 
close relationship between banks and non-financial 
corporations in Canada is not warranted. 
¢ The economic rationale for subsidizing longer-term 
corporate investments is not very strong. 


Knowledge-based Growth Conference 


What is the precise relationship between knowledge and 
economic growth? And how should this relationship be 
incorporated in the formulation of micro-economic poli- 
cies? Eleven research papers tackling these questions were 
reviewed by business, university and government repre- 
sentatives at a conference sponsored by Industry Canada 
in Ottawa on March 30 and 31. Professor John Helliwell 
(University of British Columbia) served as Rapporteur 
for the conference, outlining the main research findings 
and highlighting policy implications. 
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The papers fell into three broad groups: 

¢ discussion of sources of knowledge and conceptual 
and measurement issues that are requisite if knowl- 
edge is to be treated explicitly in the study of eco- 
nomic growth 

¢a knowledge-based approach to framework policy 

issues that studies the impact of international trade, 
interprovincial trade barriers, intellectual property 
regimes, industrial policies and local clusters on the 
structure and pace of knowledge-based growth 

¢a spotlight on the global telecommunications revolu- 

tion, emphasizing international comparisons of 
information infrastructure, productivity growth 
attributable to the communications industry, and the 
implications of the information highway for the rest 
of the economy. 

The research papers, designed to improve understand- 
ing of the nature and economic implications of knowl- 
edge-based growth, will be published in one volume in 
the fall of 1995 under the title The /mplications of 
Knowledge-based Growth. Professor Peter Howitt 
_ (University of Western Ontario) is the General Editor. 


Measurement oh Knowledge-based Growth 

The consensus of participants at the conference was that 

there are three main problems in measuring knowledge- 

_ based growth: 

_ *the “R&D input problem”: conventional R&D mea- 
sures exclude many informal searches for better ways 
to do things, as well as the private costs of education 

* the “knowledge investment problem”: the costs of 
increasing the stock of knowledge are treated as cur- 
rent expenditures rather than capital investment, 
resulting in understatement of the measured produc- 
tivity when the investment is made, and overstate- 
ment when the knowledge is put to use 

* the “quality improvement problem”: errors in mea- 
surement of productivity growth and price changes in 
different sectors occur when quality improvements 
are either ignored, as frequently happens in services, 
or underestimated in the construction of price and 
quantity indexes for gross domestic product. 

It was evident that a strong correlation exists between 

innovation and both formal and informal training within 

a firm. 


The higher-knowledge industries have had faster 
growth rates of output and employment over the 1980s, 
while the lower-knowledge industries have had faster 
rates of productivity growth. 


Framework Policy Issues 

A literature review indicates that increased sharing of 
knowledge internationally is resulting in the convergence 
of real income per capita levels across countries. This is 
due to faster rates of productivity growth rather than 
simply faster rates of capital spending in the poorer 
countries. However, more research has to be done to 
understand the relative importance of capital goods and 
skills in transferring knowledge and how trade and 
investment policies will influence knowledge transfers, 
growth rates and output levels. An initial assessment of 
the impact of interprovincial trade barriers on knowledge 
transfer and, consequently, on economic growth suggests 
that this effect is probably small. 

Research on the implications of intellectual property 
regimes for economic growth suggests that different 
regimes may well be optimal for different countries, 
industries and areas of science. 

Recent research indicates that, except for the largest 
R&D investors such as the U.S. and Japan, most coun- 
tries acquire leading-edge knowledge through interna- 
tional spillovers rather than from within. To maintain the 
momentum of international economic growth, therefore, 
systems must provide easy entry of foreign direct invest- 
ment as well as multinational access to R&D consortia. 
However, one of the research papers presents a spirited 
argument for treating innovation as a locally based activi- 
ty that feeds on specialized networks in specific locations. 
The question of the appropriate domain for policy set- 
ting in this matter strikes to the heart of the debate and 
merits further research. 

Most innovation takes time. Big changes especially are 
marked by false starts and uncertain decisions. Major 
public efforts in search of major technological leaps are 
therefore discouraged. It is more important to nurture an 
institutional environment where catch-up and crawl- 
ahead innovations can be made. In this vein, policies 
promoting information sharing may be of special impor- 
tance in advancing efficient learning from the failure and 
success of others. Case studies reveal that successful inno- 
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vation policies must be single-objective policies. When 
governments have multiple objectives, the uncertainties 
of innovation decisions make it fairly certain that non- 
technical objectives will dominate. 


The Global Telecommunications Revolution 

One of the research studies identifies possible global 
externalities arising from telecommunications infrastruc- 
ture. There is a two-way causation between economic 
growth and telecommunications: faster growth encour- 
aged by better telecommunications, and increased 
demand for telecommunications resulting from higher 
growth. 

Another of the studies focuses on the same question 
but investigates whether the Canadian communication 
equipment industry is a source of R&D spillovers and 
productivity growth in the Canadian manufacturing sec- 
tor. Results suggest small positive spillovers from the 
Canadian industry’s R&D, but significant and much 
larger spillovers from U.S. manufacturing R&D. 


Conclusions 

A number of significant policy implications emerged 
from this peer review conference. Firstly, government ini- 
tiatives which foster a favourable climate for technologi- 
cal innovation and the accumulation of knowledge are 
essential. Given the uncertainty inherent in innovative 
activity, these policies need to be flexible, facilitate 
research activity and reduce uncertainty. Secondly, a 
coordinated approach that recognizes the relationship 
between innovation and training 1s likely to have a bigger 
impact than just focusing on innovation or training. 

Thirdly, countries should continue to move toward 
having an open economy, since increased trade liberaliza- 
tion is likely to induce faster economic growth. However, 
there is still a lack of understanding as to how interna- 
tional trade interacts with human capital, investment or 
domestic R&D in the determination of economic 
growth. 

Fourthly, although the initial assessment of the impact 
of interprovincial trade barriers on knowledge transfer 
and economic growth suggests that this effect is probably 
small, if there are significant internal barriers that stop 
important interregional exchanges from taking place, 


then they need to be removed. Fifthly, since research on 
the implications of intellectual property regimes for eco- 
nomic growth suggests that different regimes may be 
optimal for different countries, industries and types of 
science, any policy framework to be implemented must 
be adaptive and flexible. 

Finally, the conventional wisdom of relying upon mar- 
ket forces with sufficient competitive safeguards in place 
and direct subsidies extended is applicable to the infor- 
mation highway. Traditional government activities in the 
areas of education and training should also promote 
more effective and efficient use of this information. 

These results will provide a basis to develop future 
micro-economic initiatives of Industry Canada. 


Workshop on Science, Technology and 


Economic Growth 


Technological change has put knowledge and informa- 
tion at the forefront of economic progress. This is the 
common message of five papers prepared for a workshop 
on science and technology (S&T) sponsored by Industry 
Canada on March 29, and attended by participants from 
business, university and government. The papers deal 
with fundamental questions about the role of S&T in 
economic growth and its implications for micro- 
economic policies. 


The Role of S&T in Economic Growth 


Two of the papers highlight the role of S&T in economic 
growth in general and for Canada in particular. 

Since the 1970s, the economic growth of Canada and 
the other G7 countries has stalled. This situation is 
attributed mainly to a slowdown in labour productivity, 
the determinants of which are the rate of capital accumu- 
lation, technological progress, human capital accumula- 
tion, learning by doing and innovative activity. It is fur- 
ther exacerbated by discouraging demographic factors: 
labour force participation is expanding at a decreasing 
rate and the labour force is aging. 

One study shows that the rate of capital accumulation 
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cannot solely account for the slowdown in labour pro- 
ductivity, nor is the slowdown unique to Canada. 
Various means may be used to reverse the problem: 
¢ technological progress can raise the efficiency of 
workers and induce capital accumulation by raising 
the profits of investment 
* education and training, including on-the-job training 
and experience, can increase the productivity of 
workers (however, educational policies need to be tai- 
lored to a country’s specific conditions) 
¢ learning by doing can contribute to productivity 
growth through spillovers to other parts of the econo- 
my (public policy should encourage activities that 
generate these spillovers) 
¢ technological inventions and innovations can lead to 
a greater stock of knowledge, allowing an economy to 
experience indefinite increases in productivity. 
An essential ingredient of productivity growth is access 
to international markets. International trade provides 


access to both knowledge and markets, although the 
- greater intensity of international competition may also 
have negative consequences for firms. Firm competitive 


ness depends crucially on getting the right information 


and knowledge. Diffusion is thus a key ingredient for 
economic growth and, it was suggested, can be enhanced 
by strategic policies. The policies could include, among 


other things, encouraging cooperative arrangements to 
increase the stock of knowledge. 


One explanation put forward to explain current G7 


structural unemployment is that firms, labour, manage- 
_ment and governments have been too slow to adapt to 
' the new information and communications technologies. 


One paper hypothesizes that policies that improve the 


_ way in which the economy diffuses knowledge and inno- 
| vation would aid in combatting long-term structural 
unemployment. 


Capital market imperfections should also be addressed. 


| Recent research recognizes that the limited capacity of 


financial institutions to assess the risks of innovative 
activities impedes the financing of firms in knowledge- 


based industries. 


Researchers note that although research and develop- 
ment (R&D) will enhance social welfare in some 
respects, it could lead to a monopoly or, by the introduc- 


tion of new products, to the destruction of some firms 
profits. Such R&cD costs need to be factored into any 
analysis. Overall, however, the large spillover effects that 
R&D generates provide major benefits to society; there- 
fore, more resources should be put into R&D, both in 
Canada and in the rest of the world. 


Instruments to Support R@D 

Two papers look at instruments appropriate to support 
R&D and its diffusion in the Canadian economy. A lit- 
erature review on the proper role for government in 
R&D indicates that policies should be directed at R&¢D 
activities that promise large domestic spillovers, that have 
value-added benefits and that use Canada’s unique 
domestic resources. 

This study assesses various policy instruments and con- 
cludes that government R&D can produce large social 
benefits, especially if aimed at industry-wide problems and 
infra-technologies. However, cost-effective commercializa- 
tion of R&D is generally not the forte of government. 

Generally, governments use tax credits and subsidies to 
influence R&D. Evidence from Australia shows that tax 
incentives increase R8&¢D conducted by firms and 
increase social welfare, but the results of R&D subsidies 
are not so clear-cut. Government procurement, on the 
other hand, can encourage innovative activity if govern- 
ment is a committed customer or an important first user 
of innovations. 

A new finding is that spillovers from applied research 
may be greater than was once thought. Thus, a greater 
case can be made for government support of applied 
research using subsidies, tax credits or procurement. 

The second study on R&D shows that government 
can play an important role in fostering university- 
industry linkages in R&¢D. Twenty-six percent of all 
Canadian R&D spending is conducted at universities 
and generates significant spillovers. Canadas programs 
work well for large firms — the primary customers of 
university R8&¢D — and for high-tech small and medium- 
sized enterprises (SMEs). SMEs in traditional sectors, 
however, have weaker linkages with universities, indicat- 
ing an area for potential improvement. oF 

To promote successful linkages, communication and 
collaboration between universities and industry are neces- 
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sary. A good local knowledge base is essential for this, as 
are infrastructure, trained personnel, leadership from 
local government, government programs to support uni- 
versity R&¢D, and mechanisms to exchange information. 
The study recommends: 
¢ regional-level policies to facilitate research on untver- 
sity-industry linkages 
¢ providing information to SMEs on technology diftu- 
sion and university—industry programs 
* introducing a training program to equip young uni- 
versity faculty in science and engineering with know- 
how on forging university—industry linkages. 


Assessing the Impact of S@T 

The fifth paper explores how best to assess the impact of 
S&T on Canadian society and culture. It concludes that 
present Canadian mechanisms and practices for assessing 
S&T cannot adequately address social and cultural impli- 
cations, notwithstanding the vast commitment of 
resources in this area. 

There are at present no systematic processes in Canada 
to conduct risk, technology and environmental assess- 
ments. Past research has generally been scant, subject to 
the influence of interest groups, and has used narrow 
concepts of social, cultural and ethical issues. This study 
recommends: 

* setting up special focus groups to assess controversial 

scientific issues 

* monitoring the impact of the new computer and 

information technologies 

* adoption of adaptable assessment mechanisms using 

consultation and research independently of ideologi- 
cally biased interest groups. 


Implications 
The papers provide a thoughtful grand tour of the cur- 
rent state of knowledge on S&T, its links to economic 
growth and its implications for micro-economic policy. 
The studies have broad applicability to many countries, 
although they have a distinctly Canadian empirical focus. 
The issues addressed set an agenda for future research 
and policy work on S&T. 

The five papers will be published separately for release 
during the summer of 1995. 


Gender Tracking in University Programs 


One of the serious educational questions of the day is the 
marked difference in first-to-second-year renewal rates 
between male and female students in natural sciences and 
engineering disciplines in Canada. The fundamental 
issue is how, once recruited, talented women can be 
retained in these programs. 

This is the subject of Industry Canadas most recent 
Occasional Paper, Gender Tracking in University Programs, 
by Sid Gilbert (University of Guelph) and Alan Pomfret 
(University of Western Ontario). The paper examines 
how differences in preference, motivation and achieve- 
ment variously influence men and women in deciding 
whether to pursue undergraduate science and engineer- 
ing programs. 

Men and women enter science with a different sense of 
values, both in relation to self and to others. The study 
identifies this as crucial to the understanding of why 
qualified women may decide not to pursue engineering 
and scientific studies. The academic and professional 
environment in these areas appears more compatible with 
men’s than women’ values. While women tend to be ori- 
ented toward response and care that stresses the connec- 
tion of self to others, men place greater emphasis on the 
autonomous self. Female students in the highest achieve- 
ment category value a supportive work environment and 
harmonious work/study environment much more so 
than comparable male students, and they anticipate more 
difficulty in combining family and career responsibilities. 
Women in the sciences are more negative about academic 
stress and personal difficulties in university life than are 
male students. And relative to women in non-science 
areas, they are less positive about the relevance of their 
courses to their careers or to personal development. 

These differences affect recruitment into science pro- 
grams, with able women being less attracted than similar- 
ly able men. They also appear to cause intellectually 
competent women to leave such programs. The authors 
also suggest that the value orientation difference between 
men and women may result in grade differences. Female 
students often achieve much lower grades initially than 
male science students, with only a partial recovery later 
in their educational careers. To the extent that low marks 
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influence women to quit and that value orientation dif- 
ferences affect marks, then value orientations indirectly 
cause women to leave science or engineering programs 
after the first year. 

To enhance female recruitment into natural sciences 
and engineering programs, the authors propose initiatives 
such as public awareness efforts to improve the image of 
science as practised, and the creation of honoraria to 
finance presentations to high school students by women 
scholars. 

To encourage women to stay in these disciplines, the 
authors propose social support initiatives, efforts to 
improve the teaching of science and less stringent 
renewal criteria. 


Technology and the Economy: A Review 
of Some Critical Relationships 


The complex and ever-changing relationship between 
technology and economic growth is a continual challenge 
to economists, particularly in this time of rapidly evolv- 
ing information and computer technologies. In 1989, the 
Science, Technology and Industry Directorate of the 
OECD set up the Technology and Economy Project 
(TEP) to study the subject. Specifically, it looked at 
sources of economic growth and at why and how techno- 
logical change occurs. Industry Canada asked Professor 


_ Michael Gibbons of the Science Policy Research Unit at 


the University of Sussex to examine how the world’s 
understanding of technology has changed since TEP was 
founded. His response is a paper titled Technology and the 
Economy: A Review of Some Critical Relationships. 
Professor Gibbons’s use of appreciative, rather than 
formal, economic theorizing allows him to delve closely 
into empirical and institutional relationships, draw out 
complex interrelationships and establish logical connec- 
tions. With such an approach, he can view technology as 
dynamic, complex and evolving, rather than as a static 
phenomenon. (Formal theorizing, on the other hand, 
can limit investigation because it tends to be more 
abstract and less closely attuned to factual information.) 
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Professor Gibbons supports the argument that tech- 
nology is endogenously determined. In other words, 
inventive activity responds to economic incentives such 
as profit-making opportunities, costs of conducting 
R&D and government policies. 

For both technology and the economy, markets, insti- 
tutions and firms are the key players, with diversity 
rather than convergence their characteristic feature. The 
result is variety in methods of production and in output. 
Diversity shows up as well in differences in the economic 
performance of countries. 

The performance of a nations firms hinges on their 
ability to adapt and learn. But most knowledge is tacit 
rather than codified. The challenge is for firms to find 
ways to capture and use tacit forms of knowledge. Data, 
information, knowledge and learning are then seen as the 
key ingredients for both firms and nations to gain com- 
petitive advantage. But a country’s economic perfor- 
mance also depends on its unique historical, cultural and 
institutional make-up — as reflected in what has come to 
be called national systems of innovation. 

Professor Gibbons compares the experience of the 
Asian Tigers with Latin American countries as an exam- 
ple of differences in national systems of innovation. East 
Asian countries have modernized their education systems 
at a rapid rate, while education systems in Latin America 
have deteriorated and have produced few engineers. 
While industry conducts a lot of R&D in Asia, this is 
not so in Latin American countries. S&T infrastructure 
and linkages with industry are also strong in East Asia. 
All of this has allowed the Asian Tigers to leap ahead in 
the race for economic growth. 

New research on technological change identifies con- 
straints affecting the ability of firms to be innovative. For 
example, it is now understood that financial institutions 
are limited in their ability to assess risks and uncertainties 
faced by innovating firms. 

Empirical research points out that the employment 
record is best in those countries that have promoted 
knowledge. Countries that have tried to upgrade the 
skills of their work force in response to the marketplace 
and demands for new skills are most successful at avoid- 
ing unemployment. Such countries — Japan is an 
example — have also created the conditions to promote 
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knowledge-based industries and activities. The large 
European countries have been less successful in promot- 
ing knowledge-based growth. 

Professor Gibbons envisages a new role for govern- 
ment in S&T. It is that of improving the national system 
of innovation by removing constraints to innovative 
activity rather than concentrating on funding R&D. He 
sees the power of the economy to diffuse information 
and knowledge as the key area where policy might refo- 


cus its efforts. 


Distinguished Speakers in Economics 


Series: Trade Policy and Politics 


Theoretical research on trade policy traditionally assumes 
that governments act as benevolent servants of the public 
interest and that they are immune from political pres- 
sures. In the latest of Industry Canada’s Distinguished 
Speakers in Economics lectures, Dr. Elhanan Helpman 
of Tel Aviv University presented a different view of the 
subject. He described the results of research conducted 
jointly with Dr. Gene Grossman of the Massachusetts 
Institute of Technology, in which the influence of domes- 
tic politics was included in an analysis of international 
economic relations. 

Helpman and Grossman focused on the political 
interaction between organized special interest, or lobby, 
groups and incumbent governments. Their premise is: 
An incumbent government is interested in maximizing 
its political support to retain political power, and there- 
fore — all things being equal — focuses most on the 
welfare of the “average” (the largest) voting block. Lobby 
groups, by contrast, focus on their members’ welfare and 
try to influence government to enact policy in support of 


these narrower interests. Consequently, international rela- 


tions involve two distinct stages of strategic interaction. 
In the initial stage, political competition among different 
interests in each country determines government policy. 
International equilibrium is determined in the second 
stage. 


In international bargaining, the equilibrium agreement 
reflects the political pressures felt by both negotiating 
governments. To fashion an agreement that remains 
politically viable while reducing protection levels across a 
broad portion of an economy, governments might agree 
simply to exclude from the agreement those sectors 
whose inclusion would impose on them the greatest 
political cost. 

Helpman and Grossman built a mathematical model 
that relates the protection an industry receives to the 
state of its political organization, the ratio of domestic 
output in the industry to net foreign trade, and the elas- 
ticities of import demand and export supply. For 
instance, a lobby group could wield maximum influence 
in determining trade protection if the industry it repre- 
sents — or its market — is highly sensitive to changes in 
import prices but not to export prices. 

Similarly, the amount of trade protection an industry 
receives will increase according to the size and influence 
of its lobby group and how much weight the government 
attaches to the group's welfare in relation to the general 
welfare. 

Helpman and Grossman's analytical principles are not 
restricted to trade policies and politics: they are equally 
applicable to such areas as social transfer schemes, envi- 
ronmental regulations or government spending programs. 
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FROM THE COMPETITIVENESS NOTEBOOK 


FOCUS ON PRIMARY METAL INDUSTRIES 


Unit Labour Cost Labour Productivity: Output per Employee 
Index, 1986=100 Index, 1986=100 


Primary Metals [ Primary Metals 


~ All Manufacturing Source: Statistics Canada X All Manufactur ing Source: Statistics Canada 


¢ Primary metal industries account for about 7.5 percent of the output of the manufacturing sector. The grouping com- 
ptises the primary steel industry, steel pipe and tube industries, iron foundries, non-ferrous metal smelting and refining 
industries, and aluminum, copper and other metal rolling, casting and extruding industries. 


¢ The fortunes of these industries are very cyclical in nature, linked strongly to the ebb and flow of the business cycle. 
Currently, the industries are riding economic expansion. Demand from the United States has been the key driving 
force. Output has been exported directly and as part of more manufactured products such as automobiles. 


¢ With large fixed operating and investment costs, fluctuations in demand throughout the business cycle have a greater 
impact on price than on output. To illustrate, prices dropped over 18 percent from 1988 to 1991 while output 
declined by about 9.5 percent. This price cycling puts immense pressure to control/reduce costs and improve 
efficiency. 


¢ Primary metal industries have made solid progress. Over the past decade, especially in the early 1990s, labour produc- 
tivity rose faster than that for all of the manufacturing sector while increases in unit labour costs were kept lower. 


¢ With the profits associated with the current economic upturn, it appears that firms are continuing to improve their 
competitiveness by replacing obsolete production methods with newer technologies and processes. 
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NOW AVAILABLE 
Industry Canada Working Paper Series 


No. 1 - Economic Integration in North America: Trends 
in Foreign Direct Investment and the Top 1,000 Firms, 


Micro-Economic Policy Analysis Staff, January 1994. 


No. 2 - Canadian-Based Multinational Enterprises: 
An Analysis of Activities and Performance, Micro- 
Economic Policy Analysis Staff, June 1994. 

No. 3 - International R&D Spillovers Between 
Canadian and U.S. Industries, Jeffrey I. Bernstein, 
September 1994. 

No. 4 - The Economic Impact of Mergers and Acquisitions 
on Corporations, Gilles Mcdougall, February 1995. 
No. 5 - Steppin’ Out: An Analysis of Recent Graduates into 

the Labour Market, Ross Finnie, May 1995. 


Industry Canada Occasional Papers 


No. 1 - Formal and Informal Investment Barriers 
in the G-7 Countries: 

The Country Chapters (Volume 1) 
Summary and Conclusions (Volume 2) 

No. 2 - Business Development Initiatives of Multinational 
Subsidiaries in Canada, Julian Birkinshaw, January 
1995: 

No. 3 - The Role of R&D Consortia in Technology 
Development, Vinod Kumar and Sunder Magun, 
February 1995. 

No. 4 - Gender Tracking in University Programs, Sid 
Gilbert and Alan Pomfret, March 1995. 

No. 5 - Competitiveness: Concepts and Measures, Donald 
G. McFetridge, April 1995. 

No. 6 - Institutional Aspects of R&D Tax Incentives: The 
Scientific Research and Experimental 
Development Tax Credit, G. Bruce Doern, 

April 1995. 
No. 7 - Competition Policy as a Dimension of 


Economic Policy: A Comparative Perspective, Robert D. 


Anderson and S. Dev Khosla, May 1995. 


Industry Canada Discussion Paper Series 


No. 1 - Multinationals as Agents of Change: Setting 
a New Canadian Policy on Foreign Direct Investment, 
Lorraine Eden, November 1994. 


Research Volume Series * 
Volume III - Multinationals in North America, 
General Editor: L. Eden, 1994. 


Volume IV - Canadian-based Multinationals, 
General Editor: §. Globerman, 1994. 


FORTHCOMING © 


Industry Canada Working Paper Series 


Foreign Direct Investment and Economic Integration 
in the Asia-Pacific Countries. 


Industry Canada Occasional Paper Series 


Science and Technology: Perspectives for Public Policy. 
Technology and the Economy: A review of Some 
Critical Relationships. 
Mechanisms and Practices for the Assessment of the Social 
and Cultural Implications of Science and Technology. 


Industry Canada Discussion Paper Series 


Technological Change and International Economic 
Institutions. 


Information on all publications mentioned above can be obtained from the Micro-Economic Policy Analysis Branch, Industry Canada, 5th Floor, 
West Tower, 235 Queen Street, Ottawa, Ontario, KA OHS, telephone: (613) 952-5704, facsimile: (613) 991-1261. 


* Research Volumes are available from the University of Calgary Press, telephone: (403) 220-7578, facsimile: 1-800-668-0821. 


1Z80-899-008-I * 4nadooyas ‘9/6/-0@C (Cop) auoydgan ssaig CanSn7 fo Gissaatuy) + & xassaxpe s y9194921 ap sapmag saj Jamdord as mog , 


T9CI-166 (€19) : anatdoopqa, 


FOLS-CS6 (E19) * uoydy2] ‘SHO VIN (omUQ) ommnE ‘Uaane) ans ‘CCz Jsan0 Anoy 95r9 .¢ ‘Ypouny) aussnpuy ‘nbimouoss 


“OL 1 ap asljvUY] ap apoigua’ uoLsal] : & Jassaxpe s ‘snssap-19 sagI9WINUD suoneorqnd say samno} ins syuswauSiasuar Sop uaigo Inog 


SEE eee 


‘SqDUOYWULaqUL 
sanbiuouoss suornyysut sa ta anbisojougaay qusuadunya aT 


UOISSNISIP ap SJUaULNIOp ap atsay 


‘sanbyisy suouIar SaUTVILAD ap UalUuDxz : atusoUuogA 1a a1dojoUGoay 
‘atDojOUugaay D] ap 4a saguatas sap sapaunyng 

Ja saquig0s suorssnaiadas sap uouwnypag p sanbuyad ta saustuvoayy 

‘sanbygnd sanbuyyod say ans saaysadsiag : aisojougaay 4a saguatay 


I1hAS-SAOY SJUdUINIOP ap IU IY 


anbifiong-aisy uote 1 ap skod sap 


Aanbiuou0r? UOUMATAIUL] 12 JIALIP LaBUDIIA JUAIULAssI}SAQUL T 


vpvuv’) IUAJSN PUT. P [avAI ap SJUIUNIOP ap a1day 


TALIVAVE V 


"P66 “UeWAqO]‘) “S ap UOHDoMp eI snos 
QUUAIPVUDI AUIBLLO P Sa]VUOLIDUIYNUL SIT - AJ HUNJOA 
P66] ‘UePy “] ap uoNderp ey snos 
LON np anbuguy ua syvuonypurynyy - YT] SUIjOA, 


4 9GILAYIAA ap sapnsa sap U01499]0°) 


"P66 equieaou 

‘Uapy oUTeLIOT Joaup sadunigg qusuasstsaaut p 

alayvun ua auuarpouvo anbynod ayaanou aun p uoniusfaq 
! JUAULABUDYI NP SpUAdY IULULOI SaIVUOLIDUIYNUL SIT - | oN 


UOISSNISIP ap SJUaUUNIOP ap at.la> 


"C661 Feu “esoyyy Aaq] *¢ 19 UOsIOpuy ‘qq Uaqoy 
‘sarmunducon askwun aun : anbimouoss anbyyod vy ap 
uorsuaturp anb sung 4a aouasanguos ap anbuyod vy - | oN 

“C66T [HAR “ur00q eonag “5 
fupuawuuadxa susmaddojangp nv 4a anbafryuatas ayouagoas vy 
y xnvasif srumnuuns sap yauuoynsnsur spradsy - 9 oN 
"C66L [uae SSpinajoyy “5 preuog 
‘sainsau Ja suorjou : grayteduio VT - ¢ oN 
"CG66I STEW JoIUIOY UePY 39 WAqTID pis 
Saummpsuaaiun sowummmisoad say sump somal soumloy suvIT - % ON 
"G66T JoIADy 
‘unseAl Japung 19 JEU PouTA sFopoUGIa1 7 ap 
juamaddojangp a Suv -¥ ap SULMIZAOSUOD Sap A104 IT - € oN 
C661 Jorauel 
MEYSUTpIG UelN{ pour) ny syvuoyvurynu ap squnef say 
SUDp apvInauuon uotsuBdxa p santIDYIUL SIT - 7 oN 
(Z aUINJOA) swozsnpruod Ja guunsay 
([ aumnyo,) stud und ashouy 
: 7-5) np shod sy 
supp tuauassyysaaur) v xnataiffo 4a sataiffo saavI5qC) - | oN 


I1AIS-SAOG SJUIUNIOP ap I1say 


S66] Feu “SMUT ssoY 
‘squa994 Spud ap JuatuauiUays np ashvuD 
: (ODM Mp aPUOUL ND pfisiaaiUn) ap WOHIISUPL VT - ¢ oN 
C661 PHA 
qpesnopoyy says) ‘sastedauqua say uns uorpsinbov p 1a 
uorsn{ ap spianov sop anbruouosg svduitry - % oN 
G6] aquiaidas ‘uraisuzag ‘| Aauyel 
SIU)-SIOIT Sap 12 YpDUYY) Np saLégsnpul say 
aqua (LAY ap Ssaypruossuny suamapwogay - € oN 
£66] inl ‘onbruouod? 
-oromy anbryjod ey ap ascyeur | ap Jouuosied ‘Ssxynsas 
12 SHIAYIV sina] ap aslDUP : saUUaIpYUDD sqPUOLIvUYNUL ST - 7 oN 
$66] Jatauel “onbrusouospox1w anburjod 
BI ap asdjeue | ap jauuosiad sapums sngd say sastadacgua (QQ T 
$a] 1a 12adIp dabumisg JuaUasstssaaUl] ap saouypual Sa 
ploy mp anbuguy) ap anbuuouos uounsiiuy - | oN 


ppuuny) ALAISNPUy, P [20004 ap SIUIUNIOP op Id 
SATIINOdSIC 


SNOLIVOIT#IAd 


6 AN S66I AX 


i 


“xneaanou s9p2001d sap 12 sanbruysar sap sed salgnsgp uononposd ap sanbruypay sop iueseyduray ua guanned 
-WOd IMgy JaIoyPUTe Pp JWanuTUOD sastidanud saz anb afquias | ‘ayanioe uoIsuedxa p aporid eI ap SIMO Ne sgst[epI S2OY}9UPq XN 20"IF) » 


‘seq snjd uareInouTap aIAN P-ureUs ap sazreIUN sino sey anb stpury “uoneotqey ey] ap InsIas Np 
ajquiasua J ap myao anb apides snjd xney un e ansd08 3s9 8 sfarnsnpUl sInoIas S20 SUP a1ANeO P-urew I ap pUANONposd YY ‘6 sopuUR sap 
INQep Ne JsUTUNEIOUBTUUADNP aIaTUIEp ke op sinoo ny ‘sajqenbreusay sgdord sap gsiyepd UO UOISNy axgrwaId ap [eIPUT Np sa1IsNpul SIT] « 


“2OUIIJa | JOIONPUTE ¥ 19 SI}OD soy aINpaT & NO Ja{ONUOD k SaLTIsMpUT S20 ap siURaSIITp soy 1UedT{Go Inb sauss0Uy suorssord 

sap agi0 xuid sap anbrpdo yuauaanour aD ‘QQ] “d ¢‘G UoMAUA p wenuTUNp UoNONposd eT aonb sipuei ‘1 66] & S861 9p OO! “4 SI 

ap snjd ap 28uojd quo x1 say ‘ojdusaxa Jeg ‘uononposd x ans anb x1rd say ins ag0u0uoId snjd aouapiour aun Wo anbrwoUod9 apoéo np 
SMO Nv Ipuelap P] IP SUOMLIIRA S39] ‘S9A9]P JUOS saTAISNPUT $39 ap UOHesTIGouTUT p 19 UOTIeIO[dxe P sox sI}09 say anb guUOp IUEIY « 


‘sopiqowone 

sa] anb sjay uonewoysuen ney snjd ap sumposd sap e a9189qUT 0s GuaayaNp a9110dxa os ‘Isa saINsnput seo 9p uoNonposd ey 

‘s1U()-s1eIq sop 2oueUaaoid Ua spueUap o1J0] aun p UoIs;ndun | snos ‘onbrwouos9 uoTsuedxa p UsWEANOU Np Wargord sayfa ‘TJanI0e 
aay] Y ‘anbrurouose 2p949 np seare say said san ap uns mb ‘anbrpsdo yuaurayJoy azgqowsed UN ¥ SalTIsNpUT S20 ap aoUeUIIO}IOd PT 


“XNIDUI SaFINe sap 32 STAINS np “wANTUTUNTE | ap WoIsNIIxa | ap 39 ade[Nou np ‘aseurue] Np sarsnput $2] 19 “KNayay VOU xNeIZUT sop 
ISCULHE | SP 19 DUO} KF] AP SazNsMpur sa] “aj ap saropuoy say ‘Tare p xnvAnq 39 saqn) sap aisnpury ‘sanbismsgprs sawsnpur s2j JuuueId 
-WOd saT[qJ ‘WoRRdIge} P| 9p InaI9es np uoNonpoad x ap YO ‘d ¢‘Z UOMAUA JUaqUaspIdar UOISNy aIgrUIaId op [e1PUT Np soLISNpUT SI] « 


wpvun anbysiyss : a21nog UOMwITIGey ‘TeI0 1 \ upvuny anbusuerg : aounos UOMeIIGey qe10L, NS 


uoIsny azarwasd ap xneiz/] 


uoIsny argrward ap xnvIQ/\[ 


091 Ee 
OOT = 9861 2>IPUy OOL = 9861 21puy 
phojdua and uoranposd 


a4anI0 p-ulUu SAATDJIUN S41N0 
* MAND P-UlvUu VY OP PLALINDOLT ae 4 bathe yo) 


uoisnf asatulard ap JVIgUL np saLsnput say ans xnaf Ula 


ALIALLILATWO)O VT XS LANUVO) ALLON Ad 


T Ouguinu FZ aunjo, 


nn 


q 


“xneqUsWIaUJEANOS sasuadap ap saurureSod say no JusuIIU 
-UOMAUD P aIQEW Us VOHRIVAWAISaI kT KNEDOS sIaysueN ap 
sauuidai say anb sya) saurewop sap suep sanbydde s tssne quaanad 
sadioutid sao ‘ayeroraurw0o anbriyod ey ap 39 sanbrrjod sa8eno1 
sap sourpuadgpraqur | ap asdyeur | & sed aqruny as au weussory 


yo uewidjazy sed sproqeg sanbndjeue sadiound sop uonvoyddey 


‘uonendod ey ap ajquiasua J ap myao e azodder red adnoxs np 
ang-ualg ne angie ywoweuraanos a anb sprod np 39 aquaszuday ey 
mb uorssaid ap adnoid np souangur ap 329 a]]Ie) e] ap woNdUOy eras 

ALSNpuT aUN & apprOoIe aRIOIWTUIOD UONaIOId RI ‘OWIQUT 2] 
‘uonrodxa | & x1id sap sayjao & UU 32 suoneodunT sap x1d sap 
SUOTIPLIGA XNF d]GIsUaS san Isa — JYyDIeWT UOS No — aquaspidau yinb 
aINSNpUT | 1s aeIoIOwUTOD UOMOaI0Id uN ITuaigo p ana ud sTeUI 
-IXPW 20UaNTFUT uN JaoJaxa eIINod uorssazd op adnoxd un ‘Isury 
‘uoneiodxa | & a1J0 | ap 19 uONeIOduN] e spueWap zy ap 9119 
TSE] | 19 ‘SIDU SIMATIIXa sasULYD? $2] 19 ALISNpUT ] ap aNau9IUI 
uononpoid e ap ones ay ‘onbnijod uonestuesio vos 39 asNput 
aun & agpros0e uoNai0Id ey anu yoddey un yyqe19 mb anbn 


-BUIQYILU JJQpour un jurod ne stu UO UeUISsOIF Jo URUId]>L] 


‘spaayp snyd say sanbrarjod synod say Juarexasoduut snay mb sinayoas 
$3] 1212 J ap amNpoxa p JTuaauoo Juaresnod squawauIAAN03 
$2] ‘ATWOOD? J ap Inaqdes aysea UN ¥ sajqeordde uonoai01d ap 
XNBOATU Sa] JUeSTNpa Ua Ino} a[qGeideooe yUawWanbnyod amnawep 
mb ajuajua aun soA2u0o ap up ‘sJuedionsed syuaweUssAn0s 
xnap saj Jed sarqns sanbnyyod suorssaid say anua aaqymb: un 
WNpeN NPUOD prooor J ‘safeUONLUIAIUT SUONRIDOSDU S23] SUL] 
‘adeig apuooas ey IURINp IUYEp as feuoneusaiut aiqube7y ‘sopea 


| -Uaweusaanog sanbnijod sap yueurumayap Juauig[p | ammnsuoo sked 


anbeyp suep sigiaqut p sadnox8 syuazayrp say anue anbarjod 2ouar 
-IMJUOd RI ‘apernTur adei9 J ap smnoo ny ‘anbida1ens uONeIAIUI P 


| solounsip sadei9 xnop quavoduyoo sayeuONeUIAIUT SUOTIE]AI $9] 


8 230 


‘SIQIPAUT SIN] ¥ SaquIOAry 
sanbnyjod sap adope yinb nod yuaurauzoano$ 3] JZouaNyur p 
JUIOIOYE $ 19 sarquIauT MJ] ap ax9-uarq ne JUATTIIA uorssaid 
ap sadnox saj ‘anuoo seg *(arquiou ua iueodun snjd 2] amp 
189.9) « uaour » smaxayp p adnox8 np ang-uarq 3] sns 108 | 
auop eau [I ‘a{qrssod np amsaur e sue “MoANod 3] JaAI98 
“u0d ap ule sonbrijod sindde sas sostunrxeur & ayy 2oejd ua 
JusUAUIAANOS 2 ‘asquoddy Imaq Wojag ‘2x Ua UsUTaUIANOS 
Sap 19 spstuedi0 uorssaid ap sadnox8 sop onbarjod uonsersqt | 

& SPSSQIPIUT IUOS Is ULUSSOFT 19 ULUIdIaPY sINassayord sx] 
‘sapeuoneusaiur sanbrwouos9 suonepay sap asdyeur | e amnats9qUut 
anbiatjod e ap 2ouangury 9481ur wo st sjanbsaj suep AZojouys27 
Jo aiminsuy siasnypessey Np “WeUUssoIr) aUary Iassayord 
3] Doak UONeIOGeT[OD ua stidanua v pnb ayszaypar ap xneaen sop 
SyeI[NS9I Say Ip & |] “VoRsanb an20 Ins aSesep9 Jaanou un gual v 
‘MAY 2] AP PUSIOATU) | ap ‘uewd}oyy ueueupy massayord 3] “epeue) 
AITSNPUT P swuoUTWD sJaIIUaIgTUOD sap suTUTeIZOIY Np aupeo 
3] Suep 112091 9s0dxa Uos ap sIoT ‘sanbrirjod suorssaid sap 1qe | e 
1Uos syinb 39 syqnd yIpIUT] ap sIUEPIAAUAIG sMayAlas sop 2WNLOD 
qUasside sJUsWIaUIEANOS say anb yuauayfanaiqey asoddns uo ‘aye1 
-Iguw09 anbnyjod ey ins anbrzogy ayosoyoo ap xneaeN say sueg 


anbunod 1 1a savissauuos sanbiyod say 
: quautud ssatsuasafuog sap IULULDABOAT 


‘anbnyod ey ap syioalqo say Joquarsogy WeyAap 
uo Janbay sia 9] yadse | 189 s2ouRssTeUUOD sa] 19 VONLLUIOFUT J 
Jasnyip e puedes ey anb azapisuod |] ‘q-y &] ap Jo1OURUY uaN 
-NOS J] INS syOHo say sno} Jowod arrey ap Nai] Ne vorAouuT | 13d 
-eniua mb sayurenuos say JUeAg] Ua UONRAOUUT p [eUOTIeU auuQIsAs 
3] JaIOTOUIe : a1SojOUYDeI P| Ip 19 saoUaIOs sap aUTeWOp 2] sup 
1eyq] nod a]gq Neaanou UN WoAanus suoqqts) massayord a] 
*S2OURSSTRUIOD Say INS 
appUuoy 2oURSSIOID PF] NOANOUTOId ¥ IssNaz UAT SUIOWT 210d 
red uo suagdosna sked spuess say ‘s2ourssteuuod sa] Ins saaxe 
saLsnpur xne 19 spuAnoe xne sso1dosd suompuon sap 9919 Issne 
juo — 2[duraxe red ‘uode{ a] — shed sa_ “asewigyp ay anU09 any 
BI suep sgoons ap snjd a] Nuaiqo Uo sayjaanou saouargdutod sap 
juepassod sinayreaen ap apuewap ey] B19 PyDTeW Np sulosaq xne 
axpuodgy ap ana ua azanzo p-ureus Ing ap payfenb ey sJoxorfpure p 
sgor0}9 os as nb sked soy ‘tojdwia | ap anideyo ne eur 
-Joyiad amnaypiows e] NUWOD IO OARS Np uonowosd ey wey U0 
mb sfed say anb yuanuow anbisiduse ayoroyper ap xnvarn) so] 


LL 


O4OIN 


L wn 


S661 A 


*‘SQOLRAOUUT 
sastidamua say 20¢y arrey JUaAtop sjanbxne epnynsesur | 39 sanbsts 
say Jonyead & apuTuny] apmainde oun quo sargiIoUeUY suORNINsUT 
say anb JueUaIUTeUT Wes UO ‘IsuTY ‘sasiidanua sap UOHPAOUUT P 
auedeo vy uaugs mb sayurenuod soureyes IuYp ap stunzad 
JO anbisojouyoay JUaWAduUEYp 2] IMs saysIaYoaI sayaanou aq] 
‘gnbrusouody souesstoId eI & asINOd eI SUeP sJURAaP sa] aIpuard ap 
« sanbneise sadn » xne stursad 1U0 syUIUII]? $29 SNOT, ‘aTeIUATIO 
aisy ua spddojaagp arg 3UOs atnsnput y daAe suet] say anb isure 
anbigojouyoar 12 anbynuaros anionnseyyur y ‘ono Ug ‘sUTIey 
anbipgury p sded say suep seo ay sed ysau inb a9 “q-y eB suep 
dnoonvag Isaaut aNsnput | ‘Isy Ug ‘aru9s ua spurg]dip ap a1q 
-wou nad un nb ampord quo u 39 spI0LI9IgP IOs as sauarsds $20 
‘suey anbugury p sXed say suep ‘onb sipuey ‘uonvonp p souiaa 
-sAs sinaj JUaWaprdes sax) 9sTUIPOU WO gRIUATIO aIsy_p shed 
sx] ‘UOHeAOUUT p xneUOTIeU saaisds sap NeaATU Nv sdUaI2HIP 
S| Isossar ayrey nod suney anbugury p sXed sap ayjao e « sanbn 
-eIse sax81 » sap aouariadxa | areduy0s suoqqixy amassayord a] 
*« UONPAOUU! p XNeUOMILU sauarsds » say TUUUOSEY 
mb ‘sayjauuoNNNsuT 19 sayanyno ‘sanbizoysty sanbnstipioeres 
sas ap UOTIDUO} Issne 3sa sked un p anbruouos? aouewo}Ied k] 
Sey ‘JonuaTINUOD asejueAe UN Ianboe p sded xnv yo sastudanua 
xne quajouad mb s9p syuaug|p say 2419 Warquuas asesstuaidde | 
19 SQOURSSTPUUOD Sa] ‘SJUIWOUBTSUaI Say ‘SApUUOP Sx] “ToARs np 
sayordum sausIOF $29 Jast]IN p 39 Jaydeo ap suacouy sap ITOAIUOD 
ap duOp sa sastidanua say Inod asod as mb yap x] ‘agyTPoo awAIOy 
snos sajqiss2ooe sed quos au sayfa : auordum araioere9 un qUO sadues 
-sreuuoo sap wednjd ey srepy ‘orpuaidde ke 19 sandepe ss e apmande 
Ima] ap uoNduoy ys9 sfed un p sastidanua sop Jowapual I] 
‘SUISIOAIP B] ap auguouayd 93] Issne Juarez sAed sap anbrurou0s9 
aourunojied e] ap neaaru ne sagarasqo spuiredstp say ‘sumpord ap 12 
uononpoid ap sanbraypey ap aiptzea spurs oun aarosqo uo Suanb 
-9SU09 Ie J ‘2OUIBISAUOD F] VOU 19 PUSIOAIP FI JUIN JNOUNSIp en 
Ingy ‘a13ojouypa eI Inod anb arwouos9] nod que) sueUaAIIIUT 
xnedioutd say qos sastidanua s3] 39 SUORMINsUT sa] ‘SPYOTEU SY] 
"UONPAOUUT | 9p sINd}0W Say IWos apeUSUT 
-suraano3 anbniyjod ey 12 G-Y ap spIANde sap 3NOd aq ‘s2o1UAG 
Sop Jastjeay ap purpiqissod ey anb sya ‘sanbrurouos9 syuemnums 
$9] ‘SoWJ} sane p UY ‘ougdopua UOdeY ap aguTUUIAIPp 3s9 a1B0joUu 
-yoar P| Janbay uojas yuowMNse | UAHA suogisy Inassayord J] 
(sanbirdura saguuop xne arpuodsazz09 sutow 
& 19 auensqe snjd ang e puar ayja.nb aored ascyeue J ap agii0d 
e] aIputansay anad anbissepo arogtp eT) ‘anbreis auauouayd 
un auuos anb 193njd Jranjoap 32 axayduroo ‘anbrureudp snssaoo1d 
uN awd ardojouypay eI JadestAUa p stunted & my apoyrauT 
ana) ‘sonbisoy suar sap s]qeI9 1 soxajdusoo szourpuadgpraqut sap 
ImJOssaq avy Ua Inod sjauuonmimnsur 39 sanbutdura sizoddes say 


UlOs Doak Jans nd & sUOgIr) nassayosd 3] ‘onbisse[D a1jo9Y} P| 
e aoualgyoid ap ‘« aaneigidde » atrogy aun Ins JURpUOy as UY 
‘samDu1s9 SUOLYIAL SaUIDLLAD ap UaLUNxT : aluouogs Ja aLdojoUYay 
g[nanur uawNd0p UN suEp snuUazUOd IOs asAyeUR UOs ap sieI 
-[NS9I sa] FAL Np Joweoury a sindap aayytpour 39's aisojouypar 
e[ ap orsuaygiduroo anou ainsouy ayjanb suep soururexa p xassng 
Np PUSIOATUL) | ap WU) Yoreasay AdT]OY 20uUa!9¢ eT ap suogqrsy 
PRY Inassajoid ne gpuvwep v epeuery asnpuy ‘anbisoy 
-ouysar saizord ay ampord as yUauMWOD 19 UosTeI aqjanb snod 
JOUTULIAIEp ¥ 39 oNbrwOUOd? adURSSIOID ap s2dINOs sa] JasdTeUR 
BULSIA FAT, ay Iuowssiog1d snjg ‘vorsanb 21120 Jorpma9 p ona 
Ud (qq) awouos arZojouyoar ouuTeISOIY a] WeMINsUI JQIO|] 
ap asojouypar ey ap 19 2ouaIds RI ap ‘aLIsNpuUT] ep UONDdITI 
el “6861 Uq ‘WUoweprdes iuanjoa onbnewsoyUT] ap 39 UONeU 
-IOJUT] ap sazsojouysar aj No anbod9 axao ua JuawTUTEIOU ‘soysTU 
-0U099 XNv JUeISUOD Yap uN asod anbrwsoU0s9 aouPssIOID FI 12 
aigojouyper e] au IURASUeYD assad sues 19 axajdut09 1o0ddes a] 


sanbui1d SUOMIVIAL SAUIVI.LAI ap UaUUxT 
: atmouoga Ja atbojougsay 


‘sapnig sap aunsinod ey nod xnamostI SUIOU $a1QI1I9 ap 
uondope | 19 s2ouaIds sap JUSWIOUSIAsUA J JOIOTPUTE P aNA Ud SLOPE 
Sop ‘JeIDOs USTINOs ap SaaneMTUT sap UastuOdId same s2y ‘ssuT]dID 

-SIP S20 suep sapma9 sinay arAmsinod e sau} say JONOUT_P UL 
‘sout[diosip sao suep sagurg]dip saurutay 
sop & jadde questey ua arepuooas np siueIpmig xne Uessarpe s 
souaIgJUOD ap anuay e] JoueUTy ap JeNoUTIed suTWeISOId 
un p paid ans astur ey no ‘sanbrmuars suorssayod sap aseun | 
JOO & JUSTIA Gnd np uOHesIIgisuas ap syoy sap a]duuaxa 
red ‘sansa saureqao ap uoridope | JuapueUTUTODET sIMaINe So] 
‘1u98 ap 10 saTaIMIVU saouaIDs ap soumuerdord say suep IWOATIOSUTS 
mb sawwey ap aquiou np UoNeIUaUsNe UN JasIIOART NOY 

‘aguur asaruaid ey sgide aru93 ua no s2ouaros ua sapma9 sina] 
JoUUOpUR? & SOUT Sa] TWIWAIeIPuI a19UT sayauUOsIed smmayeA 
sop uoTeUATIO | anb ymsua s [I ‘sarrejoos syeyNspI say YU2OUANTUT 
so]PouUOsiad sIMaeA sap NLIATU Ne S2dUaIPTFIP Sa] NO 19 sapmap sin9j 
JOUVOPURR & SIUIUUDJ Sd] JUDNOUT SyEITNSAI saTqrey IP NO aINsIUL U| 
sueq] ‘auns ey zed quswayanred anb yueurrayar as au 1e99 | ‘sUeIp 
-NIP SIP Say] ¥ SAIMOLIPFUT Sax sajOU Sap JUAANOS IO s2oUaIIS Ua 
sayURIPNIA say INGgp Ny “sarejoos syeI[NsPI sap Naaru Ne s9Azasqo 
sireo9 say aned ua sonbydxa issne Juaanad sayjouuosiad simayea 
sap uryd 2] Ins sAUIUIAT Sa] 19 SaUUTOY $2] ANUS S2OUaIDIIP $3] 

anb arpuaqua quasstey sinaine say *s2ouaIds Ud sapmi9 sINay JOUUOp- 


OUOIWN 


TZ OLPUNU “T aULNIOA 


9 abng 


ene 


“urge & sapnop JIUWI][aNII9][21U! SSW} sap IUA1IUI s2oua8IaAIp 
s20 anb Issne ajquias |] ‘sapnande sauigur sa] uepgssod syuerpmy 
sa] anb sage surour yueig A Juaye) ap sauTUUay say ‘sanbynuatos 
sumtuesdid sa] suep IUawaINIOAI 3] INS JUaNGUr s2ouaIaHTp 97 
‘puuosiad JuaWassinoueds 
IM9] NO auglsZed Igy Nod sapnag sngq ap aousuraad ey ap aan 
-Isod suIOW UOISIA JUN 3UO saqfa ‘souT{diosp samne p suep saqosu 
soumuay xnv Woddes sed 9q ‘oureussoatun ata ey ap IULTNODEp 
sayouuosiad spyNouyIp xne 19 sapnig sop ssans ne ey AN 
-e39U snjd apnine aun 1UO saoUards Ud salUIpNID say ‘suTHoseU 
sangaqjoo singy & oddes seq ‘sayauuorssayord spyrpiqesuodsar sinay 
19 SoTeIMUUeY SUONeBITGO sM2q JaTTIOUOD ap aplousp snjd dnooneaq 
Blas Ingj J. Nb qustoagad sayfa ‘INO ue ‘neaatU sWIQUI ap sIUeIP 
-njg say anb sapna9 say 12 [eae a] aua xnoruowrey arqymb 
UN & 39 [IPI [eae ap oped un e souryodum p snjd dnooneaq 
JUIN sIeI[NspI sIMay[Iauy say YouUENGo Inb sayuerpme sx] 
‘gyouuosiad atwWoUOIe | e sUROdU p snjd IWapsoooR sauTWOY 
say anb srpur} ‘sjauuosradsayur syioddez say ins stu ys9 Wa90" | NO 
suONeNys $3] 12 SUOTUAAIAIUT say Jed sapmMe adeIURAEP IUA|qUIAS 
SOUT] SY] “SPUMWAY Sap say[20 aae nb sauwoY sap suoneI 
-idse say daae aJqneduros snjd ajquaas saurydiosip sao suep jouuors 
-sajord 39 arreusIaarun naryruy a] ‘Tugs Ud 19 sadUaIDS UA sapnig 
sina] azamnsinod sed au ap s1stoys yuaaned sarress2o9u sapninde 
sa] JUepassod saumuay sap ronbinod aspuerduroo ap yaused mb 
9 vedse | ap uses jr ‘opmiay squde qq ‘sammne xne yoddes sed anb 
1os & wodder red uei GuarayyIp smayea sap suas un daaev sanbyn 
-UAIDS SOUT[CIOSIP s2] IUASSISTOYD savIUUAT $3] 19 SAUTWOY $9] 
‘198 Ud 12 s2dUaIDS Ud a[DA9 
Jorwaid ap sapnig siney UoU no azansinod ap Jepiogp Weatop 
S]I NO JUSWOUT Ne SaUTUIAT s3] 19 SAUTUTOY sa] TUSWIUUAIEIP 
JULUAIN FUT a7epOos ayIssngI ke] ap 19 UONRANOW FI ap ‘saouagyoId 
sop NeaATU Nv sied9 sap amnsaut ajanb suep uruexe 3UO sinaIne 
SI] “OLRIUG UWIoISAK\ PUSIOATUN | ap JoupWO UeTY 19 Ydjansy ap 
SUSIATUQ] | AP UaqT!y pig sed ampord ‘sauppsvaatun samupusoud 
$a] SUDp souwuaf-souuLUoY supa 2{NAIIU epeUeD atNsMpUy P 142031 
_ snyd 9] atsas-stoy yuauNdop 2 airen anb uonsanb ano ap 389.9) 
| ‘saqtgosut qos A's sayja.nb stoy aun 
ssururesZord sao suep Jargagsiad ¥ sagnop sauTUey sa JouoUT Inod 
wey ang nad mb 20 Jepuewap as up Inez |] “epeues) Ne a1u9s 
ap 19 sayjammieu sa2ouaIos ap souruesdod sap suep silJosut saqueIp 
“9 sa] 19 SYURIPNID s] aNUE aguUe aWarKNep ze agIWaId eT ap 
aouvsaagsied ap xne} saj suep gouoUOId 17e99 J 1S9 JUSTOUSIASUA | 

ap auIeWOp 2] suLp amnayy ap saueodun suonsanb sop auny 


| 


saupyissantun sauupsdord say suvp 
saululaf-smUULOY S1AVIT 


"G66I 739,] 9p SiNoo ne quauaredgs sagrtqnd juOLas sapma9 $2’) 
‘a1Zojouypar eB] 39 s2ouaIds say ns saxe sonbaijod 
Sap asdfeue p 19 ayoI9yDeI ap smINy xneAeN sap suoNeUITIO 
Sopueis sa] JUasst|qer sagproge suonsanb say “epeuey 2] Wau! 
“aIsaFTUL FUIEDUOD anbinidwi JOA Igy 1s auugUT ‘sed smaisnyd 
e ganbydde s waanad suorsnpouoo soq ‘anbrwouosp0101u 
anbjod ey anod ssouanbgsuos may ap 19 anbrurouos9 aouessto19 
P[ AAR SUATT SIMI] ap “BIdooUYpaI kf 19 s2oUTDS say INS ssoURSsTeU 
-U09 sap 3819] ap xNatigs nSiade un ayo swuaumoop burp soy 


Sapnyo Sop IMA] 


; ‘sigigiur p sadnois sap 
siuepuadgput 39 saydnos quatos mb ‘ayssaypar eI e 12 UONeYNS 
-U0d PT  Jadde juesrey UoNeNyeA? p sauustues9UT sap Joidope Pp » 

conbnewoyur] ap 32 von 
-EWIIOFUT | IP sadojouYoar sayaanou sap siayf2 sa] JOPIIAIMS ap « 
‘sagsJaA0mUOd sanbynuats suonsanb say 
JoNyeA? p spdreyo worxayas ap sadnoss sap paid ns anu! ap « 
: PPURWTWOIEI apMig | ap Inayne’y ‘sanbryye 3a sayjamnayno ‘sayetsos 
suonsanb sap ay1019 UOISIA auN IMs s9seq 19 sigugIUT_P sadnoxs 
ap souanyjur] eB suMOs ‘sores TeIPUAS Ud JUATeID SUTeLOP 29 sup 
ayorayoal ap xnvaen soy ‘gssed a] suec] ‘sapeueweuuosAUe suon 
-sanb sap 32 ai8ojouyar ey ap ‘sanbsi sap uorenyeag p anbnew 
-gisks snssaooid unone epeuer) ne ayjanqoe anay | & aISTX9 U |] 
‘azoesuoo A uo nb sayqeippisuod seomossaz soy 913 yeu ‘sayfamnyNo 39 
sayetoos suorssnozadai sap ayduroo zasse sed Jusuuian au atzojouysar 
BI 19 saoUaIDS say JonfeAg nod epeuer ne my pnofne seAojdur 
sauustuvogur say 19 sanbresd say anb ynpuoo |] “sauuarpeued aimjno 
e] 19 g1gIV0s ef IMs a1BojouypeI F ap 19 seoUa!Ds sap 2oUapioUt J Jony 
A) P WOSeJ aNMayfIaUT e] JOANON ap a3Ua1 JUSUMOp awambut aT 
a1bojougaay Y] 


ap 49 SAIUALIS Sap IIUIPIIUL | ap UOLUn IRA 


‘QUNSMPUT | AB SUT] SOP 
11]ge39,P 2198 ua Jo seouars Ud pIISIoATUN p smassajord sounal 
xne amouied nod voneuroj ap ouuerdoid un JomMvIsul P « 
‘g18ojouYoa ek 2p UOISNYTp e 39 aAsNpuT-pussoAtuN 
soumueiord say Ins UOHeWIOFUI | 9p ANd Xe AUN} ap « 
QMMSNPUT-PUISIAATUN suaT] S29] INs syDI949eI P| 
JgMuuTIs  JUEsTA sanbryjod sap peuoIs Neary ne ronbydde p » 
: spuewuroday apmig | ap naine7] 
‘s1UaWIUBTAsUaI ap 


aBULYIP P SOUISTURILU 9p Ja SPISIOATUN Say sULP -Y P] yuaindde 


ee 


6 adn] 


S661 AY 


mb xnequawoausaanos sauruessoid ap ‘sayeo0] suoNeNSTUTUpE $2] 
suep drysiopeay ap ‘agupfenb azanco p-urew aun p ‘oanjonsasesyul 
OUN P Issne 19 JedOy aTJaYI9,] B S<OURSsTeUOD ap aseq 2UUOG aun p 
rasodsrp ap que odurt 3sa [I ‘UL aN9 Y ‘sINa}Das xNap S20 aNUa 
saovayya suoddes ap yuawaddoyaagp ne sayjaruassa 3U0s aLasnput | 
19 SPISIOATUN Sa] AUS UONLIOGETJOS e] 19 UORITUNUIWOD PT 
‘QUIEWOP 29 suRp UONeIOTIUIR | e 20R;d JuOp v A [I ‘spusIaATUN 
So] DAA SLIOJ $a) suar] ap sed UO U sja=UUONIPe sIMa3D98 sa] sup 
juanjoas nb qpjq sey Guepuaday ‘ardojouyoay ainey ap (Ad) 
sostidanua sauuaour 39 sayied sap myao suep 12 “orTeysyaATUN 
CY &] ap sayuarpo sapedroursd say auos mb ‘sastidanue sapurss 
Sap Sed a] SURP SIeI[NSZI SUOG oP JUBUUOP suaIpeuRd sauTUTeIS 
-o1d sx] ‘s3[qeIpIsuOd sapquIOIAI sap JUaIPUABUA SPITAIIOR $29 39 
SPUISIOATUN Say sup sapnIdaqJo JWos (]-Y e] ap autdeyp ne sasuadgp 
sap NOT d 97 ‘epeuery ny “q-yY B] op aurewop 2 suep aisnpur] 
19 SPUSIAATUN say a1IUA SUAT sa JoIIassaq nod JueOduuT ayoI uN 
ranof anad ayjqnd smayoas ay anb ajaagq JuaWMSOp swarxnap I] 
ede? 
SoNANde Say ITUaInos nod yeyoe p anbnrjod aun Fk no 19dun p 
SIIpplo sap & SUOTUDAQNS sap ¥ JLMNODaI WeIAap erg J Jonbay wojes 
yuawnsze J a4e39 mnb 20 ‘or. nbsnf nso wear] au uo Nb sajueyodun 
snjd ang-inad juos sanbrjdde ayosayoar ey] ap segquiorel sa] 
‘SUOTBAOUUT Sap 
yuewodun IayesipAN Jorward UN no Nprsse InayevTWOSUOD UN IS9 
Jey] 18 UONPAOUUT | JaTNUINS JUaAnad syuauaUaAno’ sap IeYDe.p 
sonbrajod say ‘smayie reg ‘syuaprag Issne sed yUOs ou sUTeEWOp 
20 SUBP SUOUAAQNS sap S3a}J2 $3] STEL “9191908 B] ap aN1g-UAIq 2] 10 
sastidaxua sap (]-Y{ ap SPUTANIOR say IUasstosooN xNwOsT] sYURTNUITIS 
say anb wajgaay suUaTTeNsne aouatIgdxa | ap sai) sxpUUOp saqq 
‘CGAY ep spuranoe say a0uanqur nod suonuaagns xne Ja xneost 
SIIPPIO XN SINOIAI JUO SJUSWIUIOANOS say ‘oeI9UIS UOSET 3] 
‘orqnd imayoas np Wossaz np sed Juewayjaniqey 3so.u 
CY Pf ep 2[qeiway vonestpeIoJouUIO aun ‘stojaInoy, ‘sardojouyoay 
-PAJUT Sa] INS 19 aINSNpUT] ap ayjayoe | e Juasod as mb saurayqosd 
Sap INS JPXe 19 a]]> IS INOLNS ‘sajqeIppIsuod xneID0s sadeIURAL 
sap zed armmpen as ned ayequaurauzaano8 q-y ey anb anpouoo 
maine | ‘anbrrjod ap syusumasut siaarp anyead Moar sudy 
‘epeurry 2] 
apessod anb sanbrun szornossax say Jasif1INn 3a apinofe mayea spuess 
snyd aun e Janqiuos ‘salueyodun samarigiur sagquojal sap IOAR 
juaanad mb Gy ap SPUANe so] JOSIA JUaTeIAAp safeJUaWaUIAANOS 
sanbratjod say ‘19-a]]29 Uojas {-y ap aaneur ua oygnd Imayoas 


3 Janof esaap anb aj91 a] ns ayz0d anbrydes8orqiq ascyeue 


ou) “QUUSTPPUED aTWOU0d? | ap Ulos Ne uOISn{yIp BS 19 -Y 
14 JoyNuNys ap quenewed suodow So] JUSUTUTeXO S}UIUINIOP xnoC] 


C-¥ ¥] ap uaynos ap saunsayyy 


‘JoSuEN? | & SUID epeUR? Ne ‘s2oMossar 
ap snyd raxesu0d my DOP erpNey |I $929190s e] nod sasnaseiueAr 
san sagquioiay sap axpuadue 19-a]]20 ‘a]quiasua | suep ‘stojaINOT, 
‘GAY B] ap sino sap aidusoo sway Wop asdyeur ainoy, ‘sasiidanua 
souTe]1a9 ap puyiqeiuar ey aMIaWoIduOD ‘smpord xneaanou 
ap JUauoUry 2] Jed ‘no ajodouow un p uONeaID P| B JoUDU 
jnad aja 919100s kT ap am1g-UATq a] JoZOT}PUTe & spres9 suTeII20 
& aNqiNUOD (]-Y P| Is wgu ‘nb puBI[Nos UO smMayosdy9 s2q] 
‘SQOURSSTEUUOD Sa] INS S29Xe SILNSNpUI say SUEP JUANToA? mb 
sastidanua sap JUSWIOULUT 2] ARIUS S2OLNIPAOUUT SPIATIOe xNe 
sor] sonbsty say Jonyeap p 13e s |! puenb sag] Watos sorgIoueUY} 
suonMnsut say anb yey ay ‘syUI091 aYoIaYoeI 9p xNeARN Sap UOJEG 
‘jeudes np 9ypzeur np suondayrodunt say 10311709 Issne rerpNey |] 
‘suUIa SUC] B Jarnionns adeurEYD 
ap xv} 3] AIMp97 & WesONGIIUOD VOMAOUUT] ap 19 JOAeS NP 
UOISHYIP e] Joxg}Q00e & UesTA sonbuijod ap uondopey anb sojea 
Wey SJWIWINOp sap UN] ap IMaIne’] ‘suOMeoTUNWIUIOD sap 19 UON 
-PULIOFUT | ap saIdojOUYaI sayjoanou xne yUaWeprdes zasse sgidepe 
sed Jus as au sognd sioanod say 32 saxped say ‘JAN p-ureU 
ey ‘sastidamua say </-5) np sed say ayonoy mb yammjonns adeur 
-9yo ap xne} ay Jonbrjdxa imod agourar asgyoddy oun uojag 
"SOOURSSTEUUOD SP SPUO] 2] aIJOINIe P ana ua 
uoneiadoos ap sajuaiua p uoIsn|oUOD ey JaseInooue Inad uo ‘say 
samnsaur sane anuy ‘sanbrsai1ens sonbrijod sap red agstroary 
ang inad 3a anbrwou0s9 aourssiold e] ap JULUTULIAIp IsUUI|D 
UN UOP 1s9 UONBUWIOFUT | ap WoIsNyIp eT ‘sasmbar saguuOp seq 19 
SOUBSSTEUUOD $2] ITUIIGO P sUTIqIssod ey ap ainsauy ade] san oun 
suep puadap siranneduros e] Iuop ‘sastidanua say Ins soaneszu 
suoissnosadai sap JOae Issne ined asuayur snjd afeuoneussyur 2oual 
-INDUOD PJ STRUT ‘SPYyOIeUT Xe 19 sadUeSsTeUTO XN $200k UUOP 
JeUONeUIAIUT 2IJIWIWIOS YT] ‘guANONpord ve] ap JUAUIAssTOINOR | 
ap Januassa TUAUIZTD UN IS XNBUONUIOIUT spyoIeUT XN $209k] 
‘guanonpold ey ap 2ouRssioId ap snuaynos xne} sap Janstdarua p 
ITWOUOD | & IsUTe JUeNOUTIAd ‘s2ouRSsTeUUOD ap spUoy 2] 
yUa}UAWANe sanbidojouYoa SUOMAOUUT So] 19 SUONUDAUT SIT « 
*(sapquioial sayjai ap yarpuasua mb saanenrur say 1adndde 
uop quarerAap sanbrjgnd sanbmijod saj) arwow0s9 | ap sinayes 
SarINe Sa] SUBP sagquIo}al sap v A JIS pUANONpord ey ap uoNe 
-uawidne aun g Janqiuos jnad onbriesd ey sed adessnuciddey « 
‘(sked onbeyp ap uonemis ey & sapidepe 
a9 JUAAIOp suTeWOp 29 suep sanbryjod say) smayreaen sap 
suanonpoad ey Jozorpure qaaned ‘souatipdxa | 19 jreaey op 
Naru ua voNeWIO; ey siIdusoo A ‘UoNeUTIOT e] 19 UONRINPZ7] « 
"SJUSUASSTISSAUT SIP PUTIGuIUAI FT IU) 
-uawigne ua yendes ap uoNeMUMdo UN JoUTeNUD 39 sINqTA 
PJ} Sap UDB | JorOTQWe nad anbisojouyoar seasord J] « 
: URPUA} 21920 JasIaauar Inod suakow syaarp JastHN ned uG 


OUOIN 


T oupuinu % aunjoy 


f Uy 


$e 


‘epeuer) ne guiyuoo snjd wou sed sau suguiousyd 20 

39 Suanonposd e] ap JawiesstyUayeI a] [Nas my ¥ sed anbydxau 
fenudeo np uonejnumnoor p xne} 3] ‘sapmi9 sap aun J uojag 

“UIP91A oTANZ P-urew ey] 39 YoI9p aanoe uoneyndod 

e] & suaIpeuer sap uonedionsed ey : souepuay a1120 Jamjuacoe 

& NGLIUOD Issnv UO sa|quioaryap sonbrydersourgp snayoey saqq 

‘uoneaouut | 39 anbnead ey red asessnuardde | ‘ureumy yeudeo 

np vonrnumsoe J ‘anbidojouypar saidoud 9] ‘ends np uoney 

-NUINDOV P XNV} 3] 1UOs SURUTULIAIgp sJUDLIY]D say JOP “arANzo p 

-urew P| ap guANONpod ek] ap usWassnuTeI UN e aIGenqLMIe 

aied suu0g Ue Iso UOTIeNIIS a112-) ‘aUsEIS /-r) Np sked sane sop 
39 epeuey) Np anbrusouosp aouessio3 ze] “(/ sapuuR say srndaq 

‘JoyNonsed Ua suUUaTPeUeD aTUIOUOD? | sUeP 12 [eI9UId 

ua anbruou0s9 aouessioi9 e] ap snssadord ay suep a1sojouysay 

P] IP 32 SdUAIDS sap 2]OI J] Jorfay US JUaNUT sUaUINDOp xnaq 

anbiwmouosa IIUDSSIOAD JO a1sojougaa4 49 SATUMIY 


‘sonbrurouosgoo1ur sanbrirod say ins suors 
-snoradaa singy 19 ‘onbrurouos9 aourssio3 e] ap snssadord a] suep 
aidojouyrar P| ap 19 S2dUdIDS Sap I]OI 2] URUIDOUOD sayeUdUEp 


-U0J suonsonb sop JWapsoge sinainv sIT ‘omjqnd mmaqoas np 19 age} 


-ISIOATUN Nayyw Np “sameye sop spuow np iueuraoid squedionsed 
Sop WesstuNgy JarwJap srews 67 a] anuay sas mb ‘anuoouar 31120 
‘epeueD ammsnpuy sed pureired argojouyoay ey 19 saouards say Ins 

anboyjoo un & spquaszid syuaumoop burs ap ased9p as mb asessou 

3] 189 Jay, ‘anbrerouos? saxdosd np augos-juear | & VOIPUNIOFUT | 19 


_ sgourssteuuod say Ja1aford & gnquUuoD e anbidojouysai uoRNyoA7] 


anbimouosa aauvssio19 Vf 1a 
aisojougoay Wy ‘sasuatas say Ans anbopjo’) 


“gTUOUOSAOIOTU 
ap argneur ua epee’ aLIsnpuy,p samany saanenrur sap qutod 

Ne Ist F[ B JUSWOPUOJ IP IUOITAIOS XNPARI] $39 ap sIeINSPI SI] 
‘sUIWaUBTasUaI S20 ap aUa!Ie snjd 39 sovoLyo 
snjd vonesian aun Toanowrold issne JuaresAap squswauJaAno3 
$3] ‘UONRULIO} B] ap Jo UONINp? | ap souTeWOp sa] suep saTjuUON 
-Iped] SUONUAAIAIUT sINg] Jeg “SaeIIP sUOUAAGNS ap IUaUTasI9A 


| JOINSSE 9 IDUITINIUOD 12 Jopresaanes mod SovUestyyns SoINSIU op 


SOTIIOSSE ‘QyoIeU NP SooJof xne smo deaq Np d][oUUONUZAUOS uonou 


i 


Bap vores dde | e aigid as uoneunoyUT] ap ainosoIe | ‘uyUq 
"3[q!XoH 39 aJdnos ang viaap anbuyjod ap axpeo 
Ino} ap uoreordde | ‘sonbynuaios sourdiosip 39 somsnput ‘sed 
sroarp snod yeumdo araioere un soak qUaAnad soum$o1 SUI 
JP anb arpuayua quassrey enbrurouos9 aourssiox9 ey ans ayjomo9y 
“aur piptidoid ap soumdar sap suorssnosadar say ans sayproypa1 
say anbsind Suawewrambury ‘sgumddns ang JUOIAap sjuRodun 
xNeUOIsaLaIUT sedueyD9 p uoureddoaagp a] Uayoedura mb 
sinafew souraqUuT sapeisqo s3j ‘siojaIno1 ‘ajqeaSy3u wawa;qeqord 
389 19-a][20 anb Jasuad e auuop anbrurouoss aourssioro vj 19 s2oues 
“STUD ap saduBYD? say IMs peIOUTAOIdayUT sorIUTWTOD Ne saaKNUe 

Sap souaplour] ap aseurunfaid uonenyeAd | Guawawernengy 
‘anbruyouos9 aoUessIOID ef JUSUTULIAIAp aTeO0] 
CY P| No uswessnsoaur | ‘ureumy perdes 9] 19 PeuONeUIIUT JoIOW 
“WO aj antua sods s3q axgrueur ayjanb ap sed smofnoy puarduyoo 
aU UO ‘stoyinoy, ‘anbreou0D9 aourssion ej JUaWUE|Gegord eIaTNUMS 
sogueyp9 sap anose vonesTpeIaqq oun nbsmd mariaixa | Is aw0UOD? 

Ia] ap amMysano J aAsmod quererAap sXed soy Quaweauseisioyy, 
"UONLULIOJ F] NO VONAOUUT | INs 39008 | 
quswanbrun JuENeW sySreWwep aun nb aueyodun snyd eouaprout 
aun usWe;qeqord eme UORBUNIOT e 39 VONeAOUUT | ana wo0dde: 
np ouoydxa souessreuuooal aun Ins Juesoday aaxSaut asavens aun 
UOWUOWQTANA(] “SpNINIEOUT | BMpo ¥ JONGUIUOD 39 IyIaYAT ap SPIIA 
-R0k Sa] JastoAey ‘sadnos ang yUaatop sonbnyjod sao ‘sao1eAOU SIA 
“hoe xne aypened as mb apnanieout | uUOp query “syfaruassa JUOs 
SoOURSSTeEUUOD sap UONe|MUMOI" | B19 onbigojouyoa) UoNeAoUUT] k 
J]qRIOARY JLT UN I99IO F JURSIA SoTeIUSWIOUJAANOS sUONUPATIUT Sap 
quawiarenuary ‘siiadxe p aouargjuoo an129 ap xneaeN sap quasedap 

as anbarjod ap argneur ua saueyodun suorssnozeday smarsn}q 
SUoIsnJIUO’) 


‘sayuejodun snyd dnoo 

“Neaq sa9quioyy sap IUO sTU]-sIeIY xNv VORITIGey B[ ap InaI0a8 

NP C-Y ap spuanse say anb sreur ‘saaquroray s2jqrey ap 1arpuasua 

Q-Y ap souuarpeues spianoe say aonb awanbipur snuaago v yinb syea 

-[Ns91 sx] “epeuer Ne JaLM"FNUEUT IMB1998 a] SuLP puALONposd 

eI AP aouessiosd eI 19 ]-Y P| INs sspquioray sap & UORoTUNUTUOD 

ap Jauialeur np suuarpeurd aLasnpur | Is JULpUPWEp 2s Uo STRUT 
‘uonsanb augur ey & 9sS219IUT Is9.'s opMa9 azINe oun p INaINe’] 

‘suUOTOTUNUTIOI|9 

3p S2OIAJ9s ap apueUlap k] a]NuUTIs a170J snjd aouesstoI 

gun ‘azine ap ‘epider snjd eoursstox aun Jostioavy quaanad 

suOneoTUNWIWOD9IPI ap xNvasy1 sIMa|fiaws ap dyed aun p : suone 

ATUNUTLUODY AA S9] 19 anbrwAOUODP souRssIOI Pf aNUA PAITesMD ap uod 

-dei un aistxa [J ‘SUONROTUNWIUIODYIA Sap ININSeIPUT J arpuas 

-ua nb aperpuow ayfayog | ¥ S2INIIAANO 9] asiogid sapnig sap aun] 

SUOLJUIUNUMLOII) HA Sop ayvipuou UOtI{N]OAgL VI 


Oe 


OYOIN 
——— ——————————— ee 


¢ adn] 


S661 AT 


‘Mopeagad quaresaap sanbruysar wou sydef{qo say anb axJ0s ua 
WJ UONRAOUUT] INS sUOISID9P sa] JUeINOWUA apnqe0UT J ‘spa99/qQo 
smarsnjd uauuop as syuaweureAN0S say anbsio7T ‘jroalgo un nb 
MOA¥ U HOP UONAOUUT p aiQHeUT Ua advo enbniyod aun. nb 
JUQJQAIT SLI ap sapnap sac] ‘sasNe sap sayssng1 sap 39 SdIYO9 
sap San suodszy sap 191 ap youusad aya 1s azgtoNIed soured 
-roduat aun sngaaz nad uonewoyur] ap aserzed 9] Noanowrosd e 
juesta anbnyyod ey <pre8a 129 y ‘woReAOUUT p aiaNeUT UA sroTNd9I 
sTeul saysapour saidord sap & 30 adedemeI ap SATIVIATUT Sap & 
sordoid ayxaquoo un ITuaqureU ap aseiURAep aoduuT J] ‘samnafew 
sanbigojouyoar sagozad ap inddey e syue1odunt soyjqnd sizoya 
Sap JOSI[IGOU ap aTOUJIP DUOP Ise |] ‘SPUTRIIZOUT SUOISIOP Sap 19 
suedgp xney sop zed quaWUWeJOU JUENSUNsIp as suoneWOsUR 

sapuess sx] ‘ste}9p BuO] ap JUasIXa suoMeAouUT sap iednyd ey 
‘saassnod snjd sayosayoar ap yolqo J amrey Wop 
19 JeqeP Np Inaoo ne DuOp aanon as sureWop 20 suep anbnijod ap 
uoneroqe]? p a1idoidde axpeo np uonsanb eq ‘srarnonsed syorpua 
sap & sastperoads xneasai sap B aquouTe s INb ‘fedo] axQIOeILD & PUA 
“110k 9UN aUTWOD UONeAOUUT | a8esTAUA UO] anb Inod sanbrs1au9 
sJUSUNSIe sap 2oURAR SapNig sap auN J ap Inaine | steYy “yf Pp 
suNMJoOsuOD sap & Jodionsed ap saeuoneunfnur xne ameured 19 
JOINIP JOSULIID TUSUISSIISIAUT J & $20" J JONpORJ INR [I ‘opeuoNeU 
-JO}UT STOOD? | ap adURSSIOIO op BUTYIAT 2] QIAINS ap UIFY ‘saIEn 
-UO]] sna] ap Inaupury ENb ro mnjd sayevonvusaqur sapquioyor xne 
a0vid ajutod ap s2ourssreuuod sinaj Jargmbor asednyd ey ‘uode/ 
3] 19 STU()-SIeIy sa] aUTWOD “q\-Y e| suep snjd 2] JUassnsaauT 

mb sXed say mod ynes ‘onb quanuour saquaogy sapni9 saq] 
‘sanbynuars ssurfdrosip sayuarayIp 
19 salsnpur saquazayip ‘sked syuarayIp nod apeumdo uonenus ey 
yoquaspidar quaanad sauder syuazayp aonb yanbrpur anbrurouos9 
SOURSSIOID Bf INS aJanqoqJaIur p1911dord ap saumisaz sap suors 

-snoradar xne S9IeSUOI BYOIBYIAI Ip XNBABI] Sap sIeI[NSAI SJ] 
‘a]qeasr]3au JUaWaqeqord 3sa 19-a]]20 anb Jasuad e auuOp 
‘onbrwouos9 aoursstord e] ins Gueyred Ia ssouRssreuUOD sap aysueN 
3] INs JeIOUTAOIdIIIUT JoIOUTWOD Ne SaIQIIIEG Sap IUaPIOUT | 
ap ameurunypid uomenyeag sup) ‘uononposd ey 19 aduRsstoID 
dP xNk} 3] ‘S2OURSsTEUUOD ap JIFsUBN I] INS oNpFUT JUaUTassHsaAuT P 
12 JOJIWWOD ap aigneW Ua anbryjod ey Wop uOdey eT JaNUOUT ap 
19 ‘sgouvssTeUUOD Sap 1aysues} a] Inod saduaxaduroo sap 30 yerdes 
Ua suatq sap aaNet soueIodun | axpuarduros nod sayorayoas 
sarin p JonqOaHa LIPNey [I ‘ste “sayous surow sded say suep 
S]UIWAssHIsgAUl sap spaaqp snjd xne} sap e nb ro mjd guanonpord 
e] ap apides snjd aoursstouo oun e ajqeinduut 3s9 yeynsar a ‘sded 
Sg] ayjua JURIGeY Jed JagI NUaAaT ap xNeaaTU sap 2oUIdIZAUOD JUN 
SUJETIUA ITEUOHUIOIUT a][aYD9 | & S2oURssTeEUUOD sap NDoe aseued 
3j anb anbrpur 3a/ns aj ns uoneiuaumdop ey ap asdyeue auQ) 


aupug anbuynog 


‘aprde snyd 919 & pu1anonpoid 
B] ap 2duesstoId ey ‘sagstpeIogds suTOW s2oURSsTeUUOD sap INS sapxe 
SaTTISNPUT $2] SUBP {9g sepUUR say JURINP spaa]9 snjd 1ojduya | 
ap 32 uononpord ek] ap aouesstoID ap xnei sap gxsisaTUa U0 
neaatu ney snyd ap s2duUessteUUOD sa] INS S29Xe SILISNPUT SX] 
‘gstidanjua aun p INIT] F ‘UOU No agIMionns “uO 
-PUIIOJ ¥] 12 VONAOUUT | 212US UONL]PIIOD 91J0J JUN aISTX9 |] 
"nIg MIDI 
ympord np :anuenb ap ia x1ud ap saorpur sap uoReIOge}? | 
ap JUIUIOUT Nv SagUITIs2-sNOs 10s ‘S2OIAJas sap 1N2199s 3] 
SUPP S¥d 9] JUDANOS 389.9 SUTUTOD ‘sazI0UBT os JUOs p1TeNb 
ap suonesorgure sap anbsioy yuastnpord as sinaydas sIoAIp 
suep xd ap suoneiea sap 12 guAnnpord ke] ap a0uRssI019 
e] ap amnsaus ap simaia sap — « puyenb ey sp uoMeIONPUIe » ‘J « 
"UOTINGINUOD ¥ sTUT IS2 DdURssTeEUUOD eT aNbsyoy aanyeagns 
189 a]]2 19 gNIDaHJo sa UaWAsstsaauT | anbsIo] apuNNMIS9-snos 
Jso agansauw gANonposd ey Guanbgsuoo seg “WUIUWASsIISAAUT 
UN IVIVIOD WOU 39 sayURINOD sasuadap sap IUIWIOD s7I9PIsUOD 
JUOS sadURSSTEUUOD ap spuo} NP uONeJUIWISNe J & SNEIOT 
S109 Sa] — « S2ULSSILUUOD $3] SULP JUIUIISSTISAAUI » “J 
‘uoneonpe | ap spatid sino say anb rsure ‘arrey op wosey ef JarONIUe e 
JURSTA SpINIONNS VOU SUOPS xnaIquIOU ap IUANPxe (q-yY FT ap sonbis 
-SeP Samsauy S2j — « uononpod ap mayoey anb ue) ua >Y » PT « 
: saumgyqoid 
spurl SION IeAIMOs scoURssTEUIOD $9] INS 29pUOJ BOURSSIOID P| ap aINsou 
ey aonb a1ey 3] IMs souaIgJUOO kT B sNpuaIUA IOs as syuedionTed soy 
SAIUVSSIVUUOD Sa] Ans agpuof aJUUSSIOLI VY] ap ainsayy 


‘uoneorqnd ey esasip ue ‘onejuG, 
UIAISAN\ USIOATUN | IP ‘WIMOFY Jorag Inassajoid a] ‘szauvssyuu0g 
say ans aasng aoupssto.) 7 ap Staff-z say ap 21 a] sNOs C66] PUTO} 
-ne J B FWINJOA Jas uN ua sagrjqnd yuodas ‘ssouRssTeUUOD say INS 
29PUOJ adueSsIOID eT ap sanbrusoUOd? suorssnosadai sap 39 aNyeU 
2] ap uorsuaypiduroo anou Jarorsure & JUastA nb ‘sapma9 savy 
‘MWOWOIP | Ip sINa}das sare say INs 
UONPWIOFUT] ap Anos ne | ap suorssnoyadgu sap 19 suoneoTU 
-NUIWIOD sap aIsMpUT] B aIGeNquae pilaronposd ey ap sous 
-SIOID FT OP ‘UOTPUIIOJUT J 9p aIMIoNNseUT] 9p aeuoNeuIAIUT 
uosteredusos aun IMs JUI008 | JURIIIUT Ud ‘sUONRITUNUTUOD 
-]9} SAP ILIPUOUT UOMNJOAPT PJ & ISSAIPIUTS IUIISION JT 
“SQOURSSTEUUOD 
$3] INS 39pUOJ 2dURSSIOID k] IP aUTYPAT 2] 9 aIMIONNs PY 
IMS saTedo] spuAnde p saddess sap 39 ayjamsnpur anbuyyjod ey ap 
‘gqjanaoaqjaqut g191dord ap sounder sap ‘qeoutaordyayur ao1sur 
-WIO9 NE SIARIIUD SAP ‘KNEUONBUIAIUT sasURYP Sap 2dUaPIOUT | 
auruexa JI ‘orped anbuyyod ey & sagt] suonsanb say ‘saouessreu 
-U0D S23] INS 9xv J]Qpow UN p apre] & ‘Oproge awWarxnap IT » 


OUOIN 


TZ OLJUNU “T IULNIOA 


C 28ng 


$$$ 


‘anbrurouog9 aoursstor9 
P| ap apna] & sourssreuuod ey JUaWAIOTdxa JaI89yuI nod 
aiduroo sua} Ine} [I JOP amsau ap 19 uoNd2ou0d ap suon 
-sanb sap 12 IOAes Np saomnos sap aie adnox8 satward J] « 
: sodnoid spueid ston wa sagssepp ang qaanad sapnig sx] 
‘anbuiyjod ey ap 
uejd aj ans ssouanbgsuod say JueUsTTNOs Ua xneARN S20 ap 
suoIsnpouod say guINspI v ‘anbruueIIg-aquIo]OD eI ap PUSIEATUA J 
9p [PMITPH UYol Inassayord 3] “ouargyuOd ey op nouioddes 
JT SGGI SHEL TE 32 YE Soy PMENG FB ONUAI Isa Mb “epeue>D 
aisnpuy sed aguresed aouarpyu0d aun p sso] s1Gnd Inaioos 
Np 39 oureyssaaTUN Nor Np ‘saureye sop apuows np squejuasgidas 
sop red sgsdyeue 919 1U0 suonsanb sao ap IuEIeN syoIaydar ap sizod 
-dei [| ap aui9s au] ¢ anbrwouoogoso 1 anbayjod ey] ap uonejnus 
-IOJ P| & 9USMUT ang [I-IeIAsp yoddes 20 JusWTWO?) ; anbrwoUOD? 
SOURSSTOI ET 19 SOURSsTEUUOD say auqUa siogI1d yo0ddezI 9] Isa Jang) 


SAIUDSSIVUUOD Sa] ANS a9xD 
AIUDSSIOLI YY ANS auasafuo’) 


‘sostadanua sap aura) Suoy & suaW 
-OSSTISAUT Sap pred | B SUONUAAQNs ap JoUIAsIOA 3] JOIN! 
imod juvouTeAuod san anbrusouoss yuowNsre p sed & AUT] 
| “SAIQIOULUT UOU $919190s say 19 sanbueg say ane 
slong suary ap puewsayye no sreuodel sauuaysds sa] suuaTpeued 
uonenus ey e ranbydde p saquai ap gnbrpur sed yered ou I] 
‘epeue’) Ne spi9100s sap aidax ap awarsds ay JarONPUTe & TUS 
-2]qISuas eJonginUOD xneided sap 19 smpord sap ‘uononp 
— -ord ap simayoey sap ‘spysreu sap ayanpess uONestpesaqq] PT « 
| ‘epeuey) ne 
__ sgagioos sap a18ay ap argneur ua sajueiodun suonsenb sap 
quos soojdura sap red uoneouOUgp FY] 19 sjUaWOUdIasUAI ap 
uonesqnaip ey ‘« sxguuostodua saynqid » say ‘sinoyensturwpe 
Sap 19 Spgi90s sap pulyiqesuodsay vy] ‘sarreuUOOe enue 
“SUOHRITUNUOD sap UONRIONSUIE | ‘SomTeIJOUTUY sorTeUUONIOe 
Sap $39491UT sap uoTaI0Id BY ‘oNIUOD Jeg “sIUL]-sIeIg 
| xnenb epeues ne opuesd issne 2ourvodum oun sed 10 u 
aouuonnnsut p19udoxd vy 19 smmauiadns saxped sap UONeIQUNUET 
e] UONeNSTUTLIpE P sfiasuod sap UoMsodusoo eT 39 aTfre 
e] auNUOD suonsanb sacq ‘shed xnap say anua p1911dosd ap 
_ ginjonns e suep saanbreur ssouarg}Ip sop Uostes ua epeurd) 
3[ od sayuauniad san sed yuos au oqnd maxes a] nod anb 
-sastidamuea say inod yuei sagpueururoser sanbiarjod 39 somnsaur 
Sa] 19 STUP]-sIeIg xNe 9171908 sop azdar e[ JULINOIA IeqPP J] « 


: shed sap ya sastid 

-anua sop anbrwouos9 aouewnoyiad ey Jor0T} UTE a[qeiou wosey 
2p Jonqiquod aanad ‘spx9I00s xne Juanbydde s mb SOATIPISISI] 
suontsodsrp saj 19 sainsaur sy JusUTUTEIOU IPED anbnijod ey 


anbuyod yy ap und 4 ans sasuanbasuor 


‘astidanua aun p ules ne apneyy e 1uaagid ap 29 19]299p ap UE 
-Joused ua queoduut 2[91 un sonof nad spAojdura say sed uoneID 
“UOUPP ET “2110] sam sed 3s9,U 9191008 ke] op IUaWAEpUal ap samsouT 

Sq 19 astidanua ap siueasip sop uoneipunuaI ke] anus LON 
“P]P1109 BT *(219100s eI ap spAojduza) spntut sap red sanuargp a10A 
2p HOIp JuLIFOduIOD suonoe p axquioU af Dade aaneBou UONE|DII09 
aun 39 astidanuay ap ayjiea ef Dav aanisod uonepu0s aun aypyze 
‘UOHeNSTUTWUpe p [lasuoo np sourpuadgpur | ap jneunrxordde 
mmaqeoIpur uN “(IMaugIx9 J ap xno k astidamuay ap ueuaaosd 

sma}alIp sap ones) UONeNsTUTUUpE Pp flasuoD Np uoMIsoduo9 ey 
‘SIAUJaP $29 Ip SIQIPIUI sap UoNDar0Id RB sapeISqo sIURIJOduIT p 
JUANINSUOD saTeIJOUT 39 samreyOfew sarTeUUOHe say aNuA VON 
-EWOJUT P satngUAse sa] ‘aUUAIPeULD aTUIOUOI? J ap aoURSSIOID 
B{ AuaInos Inod ren] Inq sues sowistuRBI0 sap aovo1Ja uONIsI8 
aun Jamnsse p zourWoOdUN J MIJOSsar Wey BID) ‘UarpeuLd InIq 

mmatgqul wnposd np QQT “d QT ap sed quareuasasdar spt ‘7 66] 

UY ‘JURIUSWSNe Ud JOTe WeIAap 19-INJao 19 JUUAIPeULd BWC? | 
suep Juewodust aor un Juanof reson] Inq sus sawsTUSIO so] 
‘gyoreur ne Juenb imoafew 
auajqord ap sed e Au prnb sasuad ap yourzad mb a0 ‘ureumny 
peuides a 19 CY Pf SURP sUIIA BuO] e SJUSUTASSNSoAUT xNe ITED v 
mb 20 ua uoIsiA ap Juanbueus sazreuuONsas say 19 spypreu say anb 
sed quonbrpur.u sajqruodsrp saguuop say ‘souuarpeued sastidanua 
sa] suep quasod as nb ardex ap sauuajqoid xnedioutd xnap so] 
JUOs (aJoNUOD ap astid ap saanequay xNv I9Y499 auTey Nod) « s39U 
-uostodusa saqnqid » sap & (a[qissod no Jag) sinooaz a] 19 suarpeued 
smajensturupe sop quaredde aourpuadgpur p anbuew 2] ‘ourena1 
ap sassteo ap suaIpeUeD sarreUUONsa8 sa] WO]ag “sarreUUONS28 
-SMIeNSTUTLUPe sap 2oueT|IaAINs op auraasds 3] adusaxa red ‘ovo 
[out aidaq ap auraisds un e ajgenqunze meses JUsWEpuaT anaid mo} 
anb 21983ns (epeury jjog sasiidanuy say 12 Jadpq-seapy adnors 
3]) SUaTpeURD sIeIPWO]SUOD xnap Ins IUeIIOd seo ap apma UP] 
‘sazgioueuly UOU suOTIRIDp 
-Isu0d sap 8 agi] 189 sanbueg sap uonedionsed ey anb sasoddns 
juasstey sonbiidwi saguuop sey ‘onzed apueis ug ‘amazipdns 
souewioyiod aun sed yuasmpen as sanbresd sinaj anb aanoid 
au uall usewarfy ue 10 uode{ ne sazgioueUTy WOU spigID0s 
sop 31891 e] suep joe 2[91 un quanof sanbueq s2] anb ualg 
‘gstidanua | ap 
JUaUTEpUa 3] 19 WOISDAp ap astid ey Ins arday ap aurgisAs Np 2ouep 
OUI amnsour a8ze] 9UN suLp IIUTULIAIPP $7171908 Sop naudord ey 


OO 


O4DIN 


epeueg Aysnpuj; epeued eujsnpu| | *t 


vpeue ) 
866€-861T oY NSSI 


C66] epeueD sadrAag 19 squoWoUUOIsIAoIddy sap anstUIW] ©) 


‘abvd aiatusap my 0 Jadodas as UNayng a2 SUYp saguuonUaU suo} 
-vaygnd sy saunzoud as ap uosyf vy ans sinsap ap smd stuasgo andy *19Z 1-166 (€19) 
np anardoagia and no £0/6-766 (19) nv auogdajaa avd suorswangnd sap sagnoy 
4ns suamaudiasuad sap atuajgo inad uc) ‘ausautg anbvgo v gyqnd 38a ungaqng a) 
PE SaaS SILLS PANS SSN CSE a SER MES GSS RS ST) 
ap neaaru ne saouargifIp say aonb auanbrpur syeqynsy sax “epeued 
ne aaneoyrusis nad ya apqrey 3s9 ay] ‘a1WOD Jeg ‘sauTeDTIDUTe sastid 
-anua say Inod aanvayqusis 39 29A9]9 ‘ItoAgad ay Ieanod uo aurUIOD 
sa sastidanua sap jawapual a] 19 UOTsIOgp ap astid ey ‘1391 
ap ammonas ey JUeIUAsgIdar saTqeIIeA say 2119 UONL]PIIOD BT 
epeury ne QQ] “d ¢¢ ap surow e uswoAnereduuod ‘stup)-sIery 
xne seo sap QQ] *d 99 suep astidanua | ap uonensturwpe p 
[asuoo np quapisaid Issne 3sa yeIguIs IMa}oaNp-epIszid JT « 
"ACDO ap sed sanne sinaisnjd suep onb tsure ‘shed 
xNap sa] Sue assney FI & IS9 aJouTONMInsut g191IdoId e] ap 
aouejoduir | sreyy “epee ne QQ] ‘d Op ap surow eB juawean 
-eIedUWOd “SOUTRITIDUI $9191D0S S9P 310A IP WOIP IoAv suOTIOR 
sap QOL 4 Q¢ ap snjd ‘ouuedow ua IuayonUOD sjauUONNINsuT 
SMOSSIISIAUT SI] “ePEULD Ne Is3J aU ayfa.nb stup)-sierg xne 
auruodur snjd dnooneag 189 ayjauuonninsut p1911dord eT 
‘soreumonoe 
sinad ap arquiou pursd un sed anuaigp 1so sauTeorpure 
sastidanqua sap uednyd ey ap g1gtdoad ey ‘amuoo reg 
‘sorreumonoe sors ap aquiou ned san un p sureur say axe 
1s9 squUaIpeuRd sastidanua sap uednyd xy ap p191Idord eT « 
: sueqiodum syoadse ston snos stup}-sierq 
Sap 2]]20 ap aQYIP epeur’y nv spg1D0s sap a1891 ap aMIONNS PY] 
SUOISHIUOD SaVaLIULAT 


‘uoneorgnd oeo yuoIAsINIp (eUAQTY | 9p SusIEATUQ J ep 
SOJIWIUIOD IP JINe]) YOIOPY [fepury 39 (OWOIOT ap gusIoATUy) J 
ap NOIP ap p1nowJ) sjaraeq UoY simassayord say ‘2ouargTUOD 
P| ap sUSWIMDOp sap aeuUL WorsIaA eT Jargnd ea epeuer amsnpuy 
‘sioddes gy soy ranpeap p saasiperoads sap e stusod & C66] 

sIeUI [Z 39 (Z S2] OIUOIOT & agTNOIEp 3sas nb 2ouargyUOd ey] 
‘sastidanua sap [eIOPay JNRISIS9] ape 2] JOWIOFPI ap uye suongy 
dnd 594190 sa] ans 107 | & sapuz0dde yuoras mb suoneoyTpour xne 
anbiadfeur asisse p JUOMAIaS XNeART] $39 “JUIWWIeTKNacq ‘snss2001d 
29 SUeP 181] | ap 3a sastidanua sop 2191 3] anb Isure aourssto1 
e] ap auideyp ne ‘sded sap ajao Juop 32 ‘sastidanua sap souews 


S661 #4 
Z oN ZINA 


OI cette Ls 
patangtjaquiod Vy ANS JaUsyd aljou aq] 
g anbunod vy 1a saptasauuos sanbynod a 
: squaunug SiatgualalUog sap aULULDAOAT 
Z sanbigis9 suoYIad SaUIYILAD ap UaULDX 
: a1mouog9 Ja atdojougaay 
Q —_Saltpytsianiun saUMUupsSOond sa] Subp sauucaf-saUMMoY SAvIT 
y anbiwmouog auvsstod9 i Ja 
aisojougoay My ‘saguatgs say ans anboo’) 
Z SAIUDSSIDUUOD Sa] ANS aaXD aIUDSSIOLI Dy ANS aguasafuo’) 
I sa4a1g0s sap atbas 1 ans aguasafuo’) 


OLIUNU 9D SUDCT 


-1ojiad ey axpuarduyoo xnarw ap anzounad quareraap sapnig $9} 
quowrarzgruarg ‘onbrrod ej ap uonesogei9 p snssaooid 3] stuaInos 
& SUOSEJ XNIP IP JONGLNIUOS USTRIASP XNLARI) S9P STeI[NSPI SIT 
‘QUIN SUOT & JUIWASSIISIAUT P SUOISIOAP 39 ‘sarTeIIOUTUL 
sorreuUONoe sap uONaI0Id ‘syuRasIIIp sop UONeIPUNUIDI ‘sou 
-UOTININSUT sIMAssHseAur ‘sINaIeIIsTUTLUpe sap p1pIqesuodsay ‘von 
-PIISIUTWUPE P spiasuoo ‘p191Idod e] ap UoNeNUadUOD ‘anbrwOUOIg 
QOURSSIOIN 19 $919190S sap a1daI : EPeUeD Ne sostidanud sap 

ardal ey op syueqodumt sioadse sureijao JUSUTUTeXA XNBABN $7) 
‘sastadadqua sap JuaMapual a Ja jauuotstaap 
snssav0dd af Janay suay] sina] ap 4a sajaiz0s sap atiar 1 ap sioadsp suantp 

LasivUD p ana Ua Sapna 9 @PUYULUO Y YpYUY aLasnpuy ‘a4Qtd 

-upunf aysayrad ap auUuaIpyuys UOLYPUO.] V] Jaav UOLDLOGUTOI UT 
‘nbrurouo9 
uoneidepe | ap 39 JamMIonNs JUIWEsULYD Np si}PP 2] S20oNs IaAe 

JOAgTAI INod s9xgI90s sap a1d9I PF] op 2ouRIOdUMT J INJOssaT IO} 

06 39 (8 sepuUR say JULINp aTeIPUOUT aINByoAUA P Ja sagindox sastid 
-anjua sinaisnyd red saganord9 sanbrurouos9 spaynoyyip sasnari9s 
$3] 39 FADO op sded sap arueaaogp anbrurouos sourwoysod ey 


sfavalyg 


$94a1I0S sap aibas VY] Ans aguasa{uor) 


anbD1ULouUorgosIIUL IYIAIYIIA op UnqanNg 


O4IIWN 


Ses 


wuoCRO 


The Micro-Economic Research Bulletin 


Vol. 2, No. 3 
Fall 1995 


Upcoming Conference. . . 
Importance of the Asia-Pacific Region 


Industry Canada recently commissioned a number 
of experts to analyze the implications of the 
growing importance of the Asia-Pacific Region for 

_ Canada. Professor Richard Harris of Simon 

_ Fraser University has agreed to act as the 

intellectual guide for the project and as the general 
editor of the research volume. The authors will 
present their findings and submit their work for 
peer review at a conference in Vancouver on 
December 1-2. 


The conference will cover a number of research 
and policy issues. Trade between the Asia-Pacific 
region and North America will be analyzed. 
Papers will focus on resources trade, services trade 
and, in particular, on the impact of financial 
institutions, regulation, and obstacles to trade. 
Other topics include foreign investment, 
immigration, and the environment. 
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A New Working Paper.. . 


“Steppin’ Out”: 
The School-to-Work Transition 


For the freshly-minted university graduate, the 
move from academe to the world of work is one 
of life’s more important transitions. In spite of 
that, surprisingly little research has so far been 
done on how Canadians fare in the crossover. 


A large part of that gap has now been filled by a 
study of bachelor-level graduates conducted by 
Ross Finnie of Statistics Canada and Carleton 
University, based on a Statistics Canada survey of 
1982 graduates of universities, colleges and trade 
schools. The full title of this Working Paper is 
Steppin’ Out: An Analysis of Recent University 
Graduates into the Labour Market. 


Combining unique data, cross-tabulations and 
regression analysis of educational programs and 
early job experience, the study provides a new and 
revealing peisvente on the school-to-work 
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The study compares the level of satisfaction of the 
graduates with their training -- in particular its 
relevance to the jobs they were doing. It compares 
the attitudes and experiences of two categories of 
students: Natural Science and Engineering (NSE) 
versus non-NSE graduates and men versus women. 


The background for the study was a growing per- 
ception that Canada needs to improve both the 
quantity and quality of technically oriented gradu- 
ates entering the labour force. This has led govern- 
ments to offer new enticements to students in gen- 
eral and women in particular, to major in the 
science-based disciplines. One example is the 
Canada Scholarships in Science and Engineering 
Program (CSP) which rewards students entering 
into relevant fields. Half of these scholarships are 
reserved for women. 


Finnie's study provides some interesting evidence 
on the efficacy of this program as demonstrated by 
post-graduation experience. For example: 


@ Engineering (ENG) and Mathematics/Physical 
Sciences (MATHSCI) graduates emerged with 
higher rates of full-time employment than oth- 
ers. They were also happier than other gradu- 
ates with the narrower career-oriented aspects 
of their programs. 


@ Non-NSE men and women expressed greater 
satisfaction with the more general developmen- 
tal aspects of their programs. Agricultural and 
Biological Science (AGBIOSC) graduates were 
the least satisfied with their overall programs 
and with the jobspecific aspects in particular. 


@ On the subject of relevance of education to 
subsequent employment, the match was closest 
for ENG and MATHSCTI, followed by the 
Non-NSE group, AGBIOSC, and Social Sci- 
ence (SOCSCI) graduates (the latter having the 
weakest match of all). 


@ Overall, graduates expressed high levels of 
satisfaction with their jobs but less enthusiasm 
about their earnings. On this score, MATHSCI 
graduates seemed to be somewhat happier than 
AGBIOSC and SOCSCI graduates. In this re- 
spect there were no differences in male and 
female attitudes. 


The author notes that how graduates felt about the. 
quality of their training and education was closely 
linked to whether they had found relevant employ- 
ment or had gone back to school. This suggests, 
the author notes, that it may be useful to build into 
policy, measures to help students to select fields in 
which job opportunities are good. 


On the subject of earnings differentials between 
occupations, ENG and MATHSCI men and women 
earned significantly more than their non-science 
counterparts in 1984, and AGBIOSC men and 
women made considerably less. But just three years 
later, ENG and MATHSCI men had lost most of 
their earnings premium. 


The gender gap 


The report confirms the existence of a marked 
gender gap in earnings. Women graduates are more 
likely than their male counterparts to wind up in 
part-time jobs and their mean earnings are lower 
than men's almost everywhere. 


The study showed that in 1984 the gender gap was 
relatively even across all educational groups. By 
1987 it had increased in every field. It was narrow- 
est among ENG and MATHSCI graduates -- but 
even here women’s pay lagged behind men’s. 


Analysing the difference, the study finds that in 
1987, about two-fifths of the earnings gap stemmed 
from the fact that women were more likely than 
men to be in part-time versus full-time employ- 
ment. This in turn was linked to marriage and 
parenting variables and to the different impact of 
family responsibilities on employment. 
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Examining the gender earnings gap in relation to 
fields of study and occupation, the study finds that 
while ENG and MATHSCI men lost most of their 
earnings edge over Non-NSE men between 1984 
and 1987, ENG and MATHSCI women actually 
increased their lead slightly. 


Policy implications 


Noting that ENG and MATHSCI men and women 
earn considerably more than Non-NSE students two 
years after graduation, Finnie finds some confirma- 
tion of the value of the CSP. The finding that ENG 
and MATHSCI women retain that edge five years 
into their careers seems to validate the goal of en- 
couraging women to enter the sciences. 


On the other hand, the study shows that the earn- 
ings of ENG and MATHSCI men are only average 
or slightly above average earnings in the later 
years, while AGBIOSC men and women have con- 
 sistently lower earnings. 


With half of the CSP scholarships reserved for 
~ women, and the majority of NSE women found in 
_ the AGBIOSC fields, the study questions whether 
_ women are being encouraged to enter fields in 
_ which career results are likely to be disappointing. 
_ The author suggests that this may be so. He con- 
cludes that this makes a strong case for more re- 
_ search into these relationships and for a fine-tuning 
_ of educational counselling and incentives programs. 


| Innovation and Economic Growth: 
_ Implications for Canada 


The devil, as the saying goes, is in the detail. There 
- too, observers can find grounds for concern about 
_ the Canadian economy. 


Looked at over a 30-year time frame, the Canadian 
economy has performed remarkably well. Canada 
has been one of the fastest growing economies in 
the world -- with real per capita income more than 
doubling. In fact, Canada now enjoys one of the 
five highest levels of per capita income in the 
world. But narrowing the focus to the past two 
decades, economists point to a slowdown in growth 
that began in 1973 and has persisted ever since. 


Endogenous Innovation and Growth: Implications 
for Canada, tries to explain these economic trends 
by examining what endogenous (inner-generated) 
growth models can tell us about the role of invest- 
ment in R&D and its relationship to productivity 
and economic growth. The implications of those 
theories for public policy are also discussed. 


Commissioned as a part of a series of papers on 
science and technology (S&T) issues, this new 
Occasional Paper was prepared for Industry Canada 
by Pierre Fortin of Université du Québec a 
Montréal and the Canadian Institute for Advanced 
Research (CIAR) and Elhanan Helpman of Tel 
Aviv University and CIAR. 


Reviewing the 1973-1994 period, the authors find 
that during fast and slower growth subperiods, 
labour productivity growth consistently accounted 
for about 60 percent of Canada's economic growth 
performance. They conclude that this factor, not 
demographic trends, will continue to be the domi- 
nant determinant of growth. 


Sources of the slowdown 


The authors suggest that labour productivity growth 
is derived from two sources: capital accumulation 
and technological progress. They find that the la- 
bour productivity slowdown in Canada since 1973 
was not caused by a decline in the rate of capital 
accumulation but was entirely due to a decline in 
total factor productivity (TFP) growth. 
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Turning to the theory of labour productivity 
growth, the authors show that technological prog- 
ress influences economic performance at several 
levels. New technologies impact directly on output 
growth. At the same time they exert an indirect 
influence by raising the return to capital and mak- 
ing investment more attractive. 


Looking at human capital accumulation, the authors 
conclude that policies to encourage investment in 
human capital can enhance efficiency and speed up 
the economy's growth rate. They also explore the 
gains made possible through "learning by doing" 
and demonstrate how investment in R&D can help 
labour productivity rise. 


This sets the stage for an exploration of mecha- 
nisms through which investment in R&D can influ- 
ence productivity growth. The authors find that one 
requirement is an economic environment that pro- 
tects intellectual property rights and allows firms to 
enjoy the fruits of their innovation. Other necessary 
conditions are some form of increasing returns to 
investment in R&D and a “lack of perfect compe- 
tition” (i.e. a degree of monopoly power for the 
innovator). 


The authors note that theoretically, investment in 
R&D can have positive and negative effects on 
output growth. Positive spillovers arise when the 
social benefits to investment exceed the costs. But 
negative effects are possible too as when R&D, by 
creating new products and processes, destroys ex- 
isting ones, along with the profits they generated. 


R&D: The case for subsidies 


On balance, Fortin and Helpman conclude that 
Canada does not invest enough in R&D. One rea- 
son is because, they say, Canada is a small open 
economy with an abundance of natural resources 
which, as an enticement for R&D investment, is a 
poor substitute for highly skilled labour. This leads 
the economy to specialize in resource-intensive 
sectors and to invest too little in R&D. 


Here, the authors find a strong economic rationale 
for subsidizing investment in R&D in Canada. 
They caution, however, that this subsidization must 
be carefully assessed to determine the true extent of 
the spillover effects. Also, they note, while R&D 
subsidies may be desirable, output subsidies for 
sectors that invest in R&D may be detrimental. 


Fortin and Helpman suggest that more research is 
required on the impacts of investment in R&D on 
unemployment and on the types of education and 
training that would do the most good. 


Turning to international economic relationships and 
their role in shaping a country's economic fortune, 
the authors conclude that trade and foreign direct 
investment generate positive spillovers via the 
flows of knowledge that they cultivate. Trade also 
encourages firms to specialize and this reduces 
duplication of research in different countries. 


Furthermore, trade, by expanding service to a 
larger market, raises the return to R&D and there- 
fore the level of activity. However, trade can have 
negative effects on R&D investment too, stemming 
from the exposure of firms to international competi- 
tion and the reduced budgets for innovation that 
sometimes ensues. Having weighed benefits and 
costs, the authors conclude, on the basis of avail- 
able empirical evidence, that trade is good for pro- 
ductivity. 


In conclusion, Fortin and Helpman say that poli- 
cies which encourage the accumulation of human 
capital, directly support R&D activity and ensure 
access to international knowledge and markets can 
improve growth prospects. They caution though 
that in each case, there is the risk of negative ef- 
fects and that policy-makers must consider both 
costs and benefits. 
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Science and Technology: 
Managing Sociocultural Adaptation 


The benefits to society of applying new science and 
technology are well documented. Less so are the 
possible costs -- and least of all those associated 
with social and cultural adaptation. 


This lack of information is the subject of a new 
Occasional Paper by Liora Salter, Professor, 
Osgoode Hall Law School, titled Mechanisms and 
Practices for the Assessment of the Social and Cul- 
tural Implications of Science and Technology. This 
paper was also part of the series on S&T issues. 


In her study, Professor Salter looks critically at 
Canadian mechanisms for assessing the social and 
cultural issues that flow from the development, 
adoption, diffusion and use of new S&T. 


Monitoring and measuring 


Professor Salter believes that in this environment, 
it is crucially important both to monitor develop- 
ments constantly and to evaluate the usefulness of 
the things governments do to adapt to scientific and 
technological change. Without that, she believes, it 
is quite likely that the hoped-for benefits of S&T 
will fail to materialize. 


She points in particular to the need to reconcile 
science and public policy and the risk of conflict 
and controversy if issues are not resolved. She 
makes it clear that there is no easy administrative 
fix for this problem. 


_ Looking at the status quo, Salter notes that a num- 
ber of mechanisms and practices exist in Canada to 
assess the social and cultural implications of S&T. 
They include public inquiries and royal commis- 
sions, task forces, special panels and advisory com- 
_ mittees, regulatory hearings, hearings on specific 
issues and government organizations specifically 
mandated to assess S&T either periodically or con- 


tinuously. In her view this machinery cannot pro- 
vide policy makers with the information they need 
to do a good job of evaluating the social and cul- 
tural impact of S&T. 


What is lacking, she says, are research studies, 
rigorously focused, conducted according to the 
tenets of science and peer-reviewed by people with 
appropriate expertise. Also needed is a mechanism 
for broader evaluation of this same research 
through some kind of consultation process involv- 
ing all stakeholders. 


The three arenas 


Salter focuses on three "arenas" of science policy 
and finds different problems, needs and opportuni- 
ties in each case. 


The first “arena” encompasses planning, introduc- 
tion, or regulation of products, standards, produc- 
tion processes and economic developments. In this 
field, Salter finds that systematic processes do in 
fact exist in Canada for the assessment of new 
S&T. However, up to now, research in this area 
has been uneven in quality, quantity and coverage; 
conducted by parties seeking to influence decisions; 
and limited by a narrow conceptualization of social, 
cultural, and ethical issues. 


To correct this situation, Salter suggests the use of 
scientific focus groups made up of experts in spe- 
cific areas of S&T to report on the state of knowl- 
edge relative to issues likely to be the subject of 
assessment. Input from these groups would make 
the process of priority-setting more effective and 
efficient and would also provide a foundation of 
credible information for wider debate. 


The second “arena” is promotion of an S&T and 
research culture. Salter believes that no solid basis 
now exists for assessing initiatives in this field and 
that not enough attention has been paid to establish- 
ing benchmarks for their success. As a result most 
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initiatives have been uncoordinated and, in some 
cases, poorly supervised. 


The third “arena” is science policy in the new 
economy. The author sees a need to monitor the 
new economy with comprehensive environmental 
screening and suggests some ways this could be 
done. They include the mandating by government 
of a regulatory agency to scan the evolving envi- 
ronment; the establishment of councils; and support 
for research. 


Progress... but 


Salter notes some new and promising develop- 
ments in all of these areas. One is the requirement, 
now built into the mandate of the Canadian Ra- 
dio-Television and Telecommunications Commis- 
sion (CRTC), that the commission weigh social and 
cultural implications as a top priority in its decision 
making. Another is the emergence of various sec- 
toral councils such as the new Information High- 
way Task Force. A third is the development of new 
independent research institutes concentrating specif- 
ically on the social and cultural implications of 
S&T. 


This is progress, says Salter, but something is still 
lacking: the ability of these institutions to see be- 
yond the fences of their defined mandates and thus 
to put issues in the necessary context. To correct 
this tunnel vision, the author believes, current ini- 
tiatives should be better coordinated and strength- 
ened; they should deepen and widen their research 
to cover the challenge of new S&T; and they 
should improve their outreach efforts. 


In conclusion, Professor Salter reminds us that 
institutions and cultural contexts change with time. 
Because they do, S&T policy will need to tackle 
social problems with mechanisms that are them- 
selves adaptable to change. She notes too that there 
is no single, all-purpose model to assess the impli- 
cations of S&T. 


The role of scientists 


On the subject of-who gets involved in assessment, 
Salter concludes that scientists have a crucial con- 
tribution to make. They bring their expertise to 
bear to answer questions about what is known, 
what is not known, what remains uncertain and 
what is subject to debate within any field and with 
respect to any issue. 


This is precisely the information needed by public 
policy makers and it takes scientists to provide it. 
But, she cautions, too often, scientists are called on 
to participate in another debate -- the implications 
of S&T for specific policies under development. In 
the latter discussion, although the scientists bring 
an informed view to the table, their expertise is not 
necessarily relevant to the types of questions being 
addressed. 


In short, although scientific assessment is an indis- 
pensable ingredient in the recipe of public policy, it 
is crucially important not to over-estimate the ca- 
pacity of scientists to contribute to the process or to 
misunderstand what they bring to the table. Other- 
wise, she warns, the price could be not just poor 
policy but poor science. 


In the Distinguished Speakers in 
Economics Series... 


World Trade after Uruguay: 
Sylvia Ostry’s Assessment 


Two powerful, ongoing trends are transforming the 
world's trade policy agenda. One is the globaliza- 
tion of the international economy which has created 
ever-tighter and more complex linkages among 
nation states. The other is the fundamental shift in 
U.S. trade policy to one based on an expanded 
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concept of "unfairness." Their combined impact 
has redefined the concept of the market and blurred 
the boundary between international and domestic 
policy. 


This was the theme of a presentation given to 
Industry Canada employees by Dr. Sylvia Ostry, 
of the University of Toronto, when she spoke last 
May in the department's Distinguished Speakers in 
Economics Lecture Series. 


In surveying recent forces that have led to deep 
economic integration, Dr. Ostry pointed to the 
"increasing ubiquitousness" of the multinational 
enterprise driven by a surge in foreign direct in- 
vestment (FDI) in the second half of the 1980s. She 
noted that effective market access today involves 
trade, technology, and investment and that the 
worldwide presence of MNEs is creating system 
frictions and pressure for system harmonization. 
Increasingly, the focus of international negotiations 
is shifting from border barriers to an ever-widening 
range of policies and practices inside the border. 


In spite of these developments, Dr. Ostry sees the 
shift in U.S. trade policy as the most important 
element in shaping the character of the world trade 
policy agenda. In recent years, U.S. trade policy 
interests shifted to what were once considered do- 
mestic policies and practices and their specific trade 
concerns expanded to include investment and tech- 
nology (intellectual property rights) issues. Their 
notion of asymmetry of access marked the intrusion 
of international negotiations into an undefined 
range of domestic policies and programs. 


Whither WTO? 


Speaking of post-Uruguay challenges, Dr. Ostry 
focused on three issues: the definition of structural 
impediments, the multilateral agreement on invest- 
ment and the accession of China to the World 
Trade Organization (WTO). She proposed some 


immediate policy options designed to establish the 
mandate and credibility of the WTO as a global 
institution. 


In the new trade environment, effective market 
access or effective market presence in the case of 
investment, involves reduction not only of border 
barriers but also "structural impediments" including 
both government regulation as well as private sec- 
tor actions. She suggested that a listing of offending 
government regulatory practices be compiled so 
that an agreed definition of structural impediments 
could be reached. Efforts should also be made to 
quantify the costs associated with these impedi- 
ments through a study of price differentials. 


Business practices such as upstream and down- 
stream agreements and alliances, and corporate 
governance structures involving the role of banks 
and complex industrial cross-ownership structures 
also must be addressed. Progress here, she con- 
cluded, would mean reconciling differences be- 
tween competition policy and trade policy objec- 
tives. 


Liberalizing Investment 


On the topic of the Multilateral Agreement on 
Investment (MAI), Dr. Ostry noted that the scope 
and depth of a potential MAI remains unclear and it 
is not clear whether non-OECD countries of the 
WTO would embrace an agreement worked out by 
the OECD countries. 


In Dr. Ostry's view, the most formidable challenge 
is China's accession to the WTO. A more market 
based economy is gradually emerging in China but 
there are increasing calls for immediate change. 
Dr. Ostry proposed that a transitional review 
mechanism be put in place with monitoring and 
liberal assistance made available to China to aid in 
its transformation. 
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Martin Baily on S&T, Human Capital 
and Investment 


Dr. Martin Baily, member-nominee of the Council 
of Economic Advisers to the President of the 
United States was a recent guest speaker in Industry 
Canada’s Distinguished Speaker Series. His subject 
was human capital, science and technology and the 
importance of investment in these areas to 
long-term productivity growth. 


Dr. Baily noted that education and training -- i.e. 
investment in human capital -- constitutes the basic 
foundation of a country's long-run growth and is 
also the ladder of opportunity for individual citi- 
zens. He added that advances in scientific and tech- 
nological knowledge are another important determi- 
nant of long run productivity growth and that econ- 
omists have long recognized a powerful rationale 
for national support for scientific investigation and 
technological innovation. 


In this connection, Dr Baily cited the market fail- 
ure problems associated with investment in research 
and development (R&D). Individuals and compa- 
nies may invest too little in R&D because market 
incentives do not reflect the full value to society of 
such investment. Also, significant gains from scien- 
tific discovery and technological innovation may 
remain unexploited because markets alone cannot 
guarantee that the innovator will capture all or even 
most of the economic rewards of innovation. 


Market failure problems are particulary evident in 
basic research and generic technologies. Basic 
research is pivotal because it increases the store of 
fundamental knowledge that underlies innovation. 
For many generic technologies, the benefits flow 
quickly and in some cases automatically beyond the 
laboratory or the factory floor. These characteris- 
tics provide the rationale for government support of 
basic research and innovation. 
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Distinguished Speakers in Economics 
Schedule for 1995-96 


Industry Canada's Distinguished Speakers in Eco- 
nomics Series begins anew this Fall. Here is the 
schedule for the season: 


September, 1995 -- JOHN BALDWIN, Statistics Can- 
ada, on Technological Change and Innovation in Canada 


October 4, 1995 -- PAUL R. KRUGMAN, Stanford 
University, on Trade and Wages 


October 20, 1995 -- JEFFREY BERNSTEIN, Carleton 
University, on Innovation and R&D Productivity 


November 24, 1995 -- RICHARD E. CAVES, Harvard 
University, on Growth and Decline of Multinational 
Enterprises: From Equilibrium Models to Turnover Pro- 
cesses 


January 12, 1996 -- JOHN WHALLEY, University of 
Western Ontario, on Taxes and International Competi- 
tiveness 


February 9, 1996 -- JUDITH MAXWELL, Canadian 
Policy Research Networks, on Social Dimensions of 
Economic Growth 


March 15, 1996 -- JAMES BRANDER, University of 
British Columbia, on Renewable Resources, Trade and 
Growth 


April 26, 1996 -- CHRISTOPHER GREEN, McGill 
University, topic to be determined 


May 17, 1996 -- ROBERT LACROIX, Centre 
interuniversitaire de recherche en analyse des organisa- 
tions (CIRANO), on Le partage du travail: les legons a 
tirer de l'expérience Bell Canada. 
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SHIFTING TOWARD AN INNOVATIVE ECONOMY 


Top Twelve Growth Industries: 1986-91, 
by Knowledge Intensity 


Sources of Real Output Growth in 
Manufacturing, High Tech Industries 
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Source: Industry Canada Source: Industry Canada 


e Canada is shifting towards high-knowledge and high-technology industries and an increasing 
proportion of output is accounted for by industries with higher skill requirements and higher 
pay. On this basis, we can say that Canada is becoming more innovative. 


e All sectors of the Canadian economy are making efforts to become more innovative. This 
turn around has been evident since at least 1971-81. Also, more innovative industries appear 
to register stronger economic performances. 


e For example, the data suggests that high-knowledge intensive industries have outpaced the 
growth of medium- and low-knowledge industries since the 1970s. Here, knowledge intensity 
is measured by the extent to which industry employees have a university education. In fact, 
nine of the top twelve fastest growing industries in Canada in recent years were high- 
knowledge intensive industries (see above). 


e Factors that are driving the Canadian economy to become more innovative include domestic 
demand, trade, and technological change which is leading to changes in production 
techniques. Looking at high technology industries ( i.e. industries that invest the most in 
R&D) suggests that in the 1970s and early 1980s the most important factor driving growth 
was domestic demand. In more recent years, however, exports have played a pivotal role 


(see above). 
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PUBLICATIONS 


RECENT RELEASES 


Industry Canada Working Paper Series 


No. 4 - The Economic Impact of Mergers and 
Acquisitions on Corporations, Gilles Mcdougall, 
Industry Canada, February 1995. 


No. 5 - Steppin’ Out: An Analysis of Recent 
University Graduates into the Labour Market, 
Ross Finnie, May 1995. 


Industry Canada Occasional Papers 


No. 7 - Competition Policy as a Dimension of 
Economic Policy: A Comparative Perspective, 
Robert D. Anderson and S. Dev Khosla, 

May 1995. 


No. 8 - Mechanisms and Practices for the Assess- 
ment of the Social and Cultural Implications of 


Science and Technology, Liora Salter, July, 1995. 


No. 9 - Science and Technology: Perspectives for 
Public Policy, Donald McFetridge, July, 1995. 


No. 10 - Endogenous Innovation and Growth: 
Implications for Canada, Pierre Fortin and 
Elhanan Helpman, August, 1995. 


No. 11 - The University-Industry Relationship in 
Science and Technology, JérOme Doutriaux and 
Margaret Barker, August, 1995. 


FORTHCOMING 


Industry Canada Research Volumes 
Corporate Decision Making in Canada 


The Implications of Knowledge-Based Growth for 
Micro-Economic Policies 


Industry Canada Working Paper Series 


Foreign Direct Investment and Economic 
Integration in the Asia-Pacific Countries . 


Measuring the Compliance Cost of Tax - 
Expenditures: The Case of R&D Incentives 
Industry Canada Discussion Paper Series 
Technological Change and International Economic 
Institutions 

Industry Canada Occasional Papers 


Technology and the Economy: A Review of Some 
Critical Relationships 


Management Skills Development in Canada 


Information on all publications mentioned above can be obtained from the Micro-Economic Policy Analysis Branch, Industry Canada, 5th Floor, West 
Tower, 235 Queen Street, Ottawa, Ontario, KIA 0H5, telephone: (613) 952-5704, facsimile: (613) 991-1261. 


"1971-166 (€19) “4nardoogia1 ‘yOLS-756 (E19) :auoydgal “SHO VIX ‘(ouDjuQ) vuvug ‘uaang ans : ‘ 
; ] 9/2 2/¢ (01 GET ‘Sano Ano], ‘asvja ,¢ ‘vpouv 
ANDNUOUOIZOAIIUL D] ap askjouv,] ap ajo41gUas UONIAIIG 2% JOSSOIPe,S “SNssap-19 sagigUINUS suoneorqnd sa] sayno} Ins peace ge o fateh 


DPDUDD ND Satpod Sap SaduajaduUod sap Juamauuonrafiag 


‘sanby1o 
SUOJDIAA SAUIDJAAD ap UaluDxA :aIWOUOIA Ja a18ojoUuYy Ia] 


ILI9S-S1OY SJUIWIMNIOP IP IL.19S 

Sayouolyousajui sanbuuouosa 

Ssuo1njysul Sa] ja anbigojouyIaj Juamasuvyo aT 
UOISSNISIP Ip SJUBUINIOP IP 1.19 

juawaddojaaap - ayr1ayIad DI V SJUDINULS Sa] :sajvosf 
Sasuadap XxXND al] UOIDALASGO, Pp NOD NP ainsaul VT 


‘anbifisvg-aisp uoisad 0] ap skod sap anbinuouosa 
UONDASIJU1,] JA JIAAIP AABUDAJA JUAWASSIJSAAUI, 'T 


BpeUe +) I-sNpUy ,P [[VAv.1} Vp S}UIWIMNIOP VP 2119S 
SAIUDSSIDUUOD Sa] ANS aasDq 

JOUDSSIOAI dD] ap Saf{a :sanbnuouodgo4.nM sanby1jo0d 
Dpouvy nv sasidasqua sa] supp uoisi2ap ap asid DT 


aYyd1ayIe1 ap sapnjs Sap UW0I}daT]0D 


AULIVaVd V 


“S661 Joe 
‘Iayleg Jolesseyy 30 xnelyNog swosar ‘a18ojouyza4 
Jd SADUAIIS Ua aldJSNPUI-a]ISaAIUN SILOdAdDA SAT - TT wN 


S66] noe ‘ueudjoy 
ueueyy” 10 UNIO] dJolg ‘Ualpouv2 ana ap juiod np 
Saduanbasuod :dIUDSSIOLD Ja aUaSOPUua UOIJDAOUUT - OT oN 


“S66T JOTI ‘osprnafow preuog ‘sanbyqnd sanbyyod 
$a] Ans saayoadsiad :a1sojouy raj Ja Sa0ua19§ - 6 oN 


“C661 JoTTINl ‘1deS eIoryT ‘aisojouyoay 
D] ap Ja SaquaIIS Sap Sa]JaAn]jno Ja SaJD1IOS SuOIssnI4aded 
Sap uoyonjpaa, p Sanbypid Ja SausiuDIaP - 8 oN 


S66[ Teur ‘e[sOyy AB ‘S 19 UOSIOpuy ‘q WEqoy 
‘aaypivduo? askjoup aun :anbuuouosa anbyyod pj ap 
uo1suauip anb juvj Ja aduasinouod ap anbyijod DT - L N 
9LI9S-S1OY SJUIUMNIOP Ip alg 

"C661 TeUr “oluUTy SsOY 

‘sjuarad SQUOIAIP Sap juaiuaunuay? np askjoud 

{]10AD] NP aPUOUL ND |fISAaAIUN,] AP UOIJISUDIJ VT - S oN 
"C661 JOLAg} “epeued altisnpuy 

‘TTeSnopoy| SATII ‘sasudasjua saq ins suoiyisinbov,p 


ja uoisn{ ap sajiayoo sap anbnuouoza jovduil, TJ - oN 


epeuesD dLSNpUy,p [feav.j ap SJUaUINIOp ap I1.19g 


SA THINOdSId 


SNOLLVOIT& Ad 


Bee 
He ——— ss. 


6 a8Dd S661 auuoiny 


‘(snssap-10 IIOA) ued rormeid ap aol 

un sonof Be sonudA JOS Ud sUOTIE1IOdX=A so] ‘stojo]No} ‘JUSUTWISIEI SNiq “SINSLI9IUI spueEp ke] 919 B JURWOdUIT 

snjd a] souRSSIOIO ap INd}ORJ 9] ‘Og segue sap INgEp 2 19 OL SeguUe soy yUepued ‘aonb 9]Qa9J1 (-y BI suep snjd 

9] JUASSTISSAUI INb sa][90 oIIp-e-1s9,0) dIZoTouyos) oINeY ap soLIsnpul sop usWexd UA “UOTONpoid sp sanbruysay 

So] SUBP SJUOWAZURYO sop JoUTeIUE,p JoJJo Inod ev inb ‘onbiso;ouyse) sgisoid 9] 19 XNeIOIOUIUIOD sasueYdg So] 
‘QINILIQIUL SpULUAp kT JWsINSIy soreAOUUT snjd ITUaAep B UUSIpeUed sIUIOUODY,| JUassnod Inb sinojoRJ soy MHLIeg e 


*(snssop-10 

JIOA) SdOURSSTeUUOD Op s}ISUDJUT 9INVY & SOLISNpPUI sop JUITe}9 soQUUR SOIQIUJOP Sd epeuRD ne opides snjd ev] 919 

B QOULSSIOIO BT] SaT[anbsa] sup SerIIsNpUr oZNOp sop JnoU ‘jIeJ UG “dIIeVISIOATUN 9}IIe[OOs oUN JUOpessod sIIsnpul 

aun ,p segAojdura say ayjonbe] suep sInsoul e] INS 9pUOJ 9S IDI YSI[IIN SddUBSSTeUUOD Sop 9}ISUDJUT,[ OP INdJeOIpUr TJ 

‘OL saguue so siIndap soourssteuu0d op 9}IsuajUT sUUDAOU & 19 J[QIeJ B SOLNSNpUT sop a]][90 e oIMoTIgdns 939 e nb 
QOULSSIOION DUN QIISIS9IUD JUO SodURSSTeUUOD Op d}ISUdIUI Ney & Sdtsnpul soy_ onb yuonbipur saguuop soy ‘Isury e 


‘onuajnos jso onbrmou0s9 soURWIOJJod Ino] snd ‘sao1IeAOUUI JOS SotIsnpur soy sn{d 
anb 9]quias [I ‘ano UY “[R6I-IL6] epolied vy] stndap sutow ne ojsajrueul NUdASP Jsd OBIIA 9D “SOOLIBAOUUT 
snjd soljsNpUl So] DIPUSI dP ONA Ud SjIOJJo sap a10[dap uO ‘auUSIPeULd dTUIOUODY,| ap SIN9}0eS Sa] sno} sueq e 


‘Inoyeaouul snjd shed un sIueAop 
OP 910A Ud }so BpeUeD a] onb slp jned uo ‘aseq 93190 ING ‘sagAo[9 snid JUOS UOTeIDUNUISI Ino] 39 SINoT[TeAeN 
Sop SogSTxo saousjaduI09 sa] sayjonbse] suep sotysnpul.p yatAoid uoTONpold ke] ap ayuessto1O uoTIOdoid 

oUN Jd ‘SsOUeSSTEUUOD op S}ISUDIUT oINeY & SILSNpUl sop sid snjd ua snjd op aJUATIO,s oUUAIpPeULd sTUIOUNI,T e 


epeurd sLsnpuy :22/n0g epeuey olysnpuy :aounog 


a1qiey auisuajuy []]  auuesour azisuajuy~—] aaa 971s U9] 0] ga 
BINILAIIU! 


anbisojouqza} $uoij3e7.10d ur suojeI0dxG 
jusurasueq7 wn y ; Es BS spueaied 


uaA0Ul ajjanuUs UONBLIBA Ip xB], 


asvjuadinod ap sjulog 9 ¥ 
°qnd *Asas saiqne 2p *799[q, 
SIISIO] 2p “19g 
saoueUuly 
*]9T-UOU “UI sap “398.19Xq 
wonvonps 
soid ap aduatuW0D 
“UI “JsNqQuUIOD 
9)UCS ap *Alag 
iM «010d «10s 

*JAIUWUOD “ALIS 

*UIUIOD dP *AIIg 


“pal? “poid 


1661-9861 ‘SeouesstemUOD sap 9yISUazUT,| UOJaS 


a1so]OUYyIa} envy ep Solysnpur ‘1eLM}eNUeUI 
4N9j2as If SUEP a[991 UOFONpold ev] ap eousSstOI19 ap sed.mog ‘epidex snjd By somesstor9 ¥ soj.zsnpuy oznop S97 


HORLLVAONNI HINONOO”T ANN SYHA 


ALTALLILATWOD VT YAS LANYV) AXLON AAC 
a 


£ OLQUINN] ‘7 PUNIOA 


§ asng 


eee 


‘DpoUDD 11ag ap aduatsadxa,] ap 4ad1] D Suodaq 

$a] /]10AD4] np asvjuvd aT ‘(ONVUID) wonestuesio 
sop osATeue Ud dYdIOYOOI Op oITeYISIOATUNIIIUT 
eU9D “XIOUOVT LUAGON — 9667 eu LT aT 


‘JoUTULIAIgp & Jafns ‘TIONS! gsreATIA 
‘NAAUD AAHdOLSTYHD — 9667 Hae 97 aT 


‘QIUDSSIOAD Ja AILAUIUUOD 
‘sajqvjaanouad Sadinossay ‘onbruueyiig-s1quiojog 


op SSIOATU) “YACGNVUA SAINVE - 9661 SUI ST eT 


‘anbImOUuora AIUDSSIOAD D] ap SaqD190S suoIsuaMIg 
‘sonbijqnd sanbiytjod ua aya1eyool ap susipeueo 


xneasoy “TTAMXVW HLIGNS - 9661 2914493 6 oT 


‘g]DUo1] 
-DUAIIUI AJIAIIJ9AUOD Ja UONDXD], ‘O1IeUGO WI91s9M 
gusIoATU ‘AA TIVM NHOfF - 9661 J0HAuel 7] aT 


‘quaula]nod ap 

snssazo04d xno aiquinba, p sajapoul Sap :sayouojouryjnu 
Sasidasjua Sap UljIap Ja ADUDSSIOAD ‘PIeAIeH{ SISIOATUE) 
‘SHAVO “A GUVHOMA — $661 e1qQuieaou 7 aT 


‘ada 
D] ap Ja UOIJDAOUUI,] AP afIANINpOL_ ‘UOJI|IED USIOATUL) 
‘NIALSNUAD ADAAAAL — S66T 21490990 OZ AT 


‘SALIDIDS Sa] Ja Sa8ubYyIa SaT ‘ployueisg 
SISIOATU ‘NVAWODNUS “A TAVd — S661 2290990 p eT 


‘DpouDvy 
nv uoypaouul ja anbisojouyraj JuawasuvyD ‘epeued 
anbusneig ‘NIMGTVd NHOF - S661 21quIa3dag 


:nagid 
JolIpusyed a] IOIOA UG ‘“ouUWOINe 199 BIOINGEp SJuaumua 
Sda1uadafuor Sap AUUDAZOLY Np WOSTRS d]JaANOU UL) 


9661-S66I nod saLspuajDvo 
SJUAUNUA S1a1IUAA{UOI Sap aUNUDAZOL 


“UONBAOUM | 

R J9 J[eIUSWIePUOJ DYOIoYSaI e] & 3eIq,| Op UoTINOs 

Ne JUaWapuoJ ap JWaAras sonbnystsg1}08IEd saz ‘ouisn, | 

9P NO sOJeIOGL] Np 3110s Ina] sap juewenbryeuojne 
“seo SUTe}I99 Suep ‘Jo JUSUTOpIdes ayngap sasejueAR 

Sap xij 9] ‘sonbiigu9s sorgojouyoe} sinaisnjd ap svo 

9] SUR “UOTeAOUUT,p snssad01d 9] aJUUTTTe INb soyeqoUT 
“Bpuoy SOURSSTeUUOD ap Y90}s 9] JoJUoWSNe ,p yaya Inod 
® oj]2,nb sored ayeruac aoryd aun adnooo ayejusurepuoy 
syoayoal eT ‘sanbiigues sarsojouyoa) sap 19 oyeIWUI 
-RBpuoj SYOIOYII BI OP SUIeUOP 2] suep solsayTueUT JSUT 
~olgtnonsed Juos gydIeU Np souaToljgp ap souerqoid so] 


‘UONBAOUUI,| op sonbrutouos9 seseyuRAe sap 

SIOfeU eB] SUIQUI NO 91I[e10}) BT BIaT[IoNOdI INd}eAOUMT,| 
anb 9110s ImUeseS soulgUI-xno ua JUoANed ou sgyoIeUI Soy 
anb sored soqojdxaut juamnewrep senbrsojouysa) suonea 
-OUUT,p 19 SonbiIyNUSIOS sajJaANODEp ap JUR[NODEp saTq 
-e1ogidde sures sap onb ojqissod jsa [I ‘snjd aq ‘9191908 
RB] Inod sjUsuUasstisaAUl sod op Inefea outed eT] op ajduro09 
sed JU9UUT) OU 9YdIeUI Np sjue[NuIt}s say onb sored q-y 
RB] suep INsaAul-snos jUdANed sastidanue sa] 19 souUOsIod 
SY] ‘(-yY) Juoureddojsagp 92] 39 syoIaYeI eI suULp syUSUT 
-OSSTISOAUT xne JUOYOReI as Inb syosew Np sousTOIjap 

dp soulatqoid sap 1¥19 yey e Apieg "PAI ‘93XO]U00 20 sueq 


‘anbisojouyos} UOTeAOUUT, | 

@ 39 onbiyMUaIOs sYoIOYOOI BI B [eUOTJeU UdTINOS UN,p 
Qpuoj-usiq 2] sdura}suo] sindop juatessteuUOdeI So}sTUI 
-0U099 sa] onb 39 aWI9) SUOT e aANONpold ev] sp uoNe} 
-usuIsne | op JueyIoduN yueUTUTIDI9p oINe UN jJUOS sonbis 
-o]ouyoa} 19 sanbijuaros saouessieuUOd sap sgisoid so] 
anb ginole e [[ “algiIIVo ap JUSWIDUTUIAYD Ine] suep suo] 
-9y99 sa] Jeduniz op susAoul sop souuosied xne ITUINoJ 
ap snjd ua ‘shed un,p our39} Suo] ¥ onbrmou0dg souKs 
-SIOIO B] Op XNeJUSepPUOJ S]USIPEISUT soy JUOS — UTeUINY 
Jeideo a] suep JUSWASSIISSAUT, | OIIP-e-1S9,9 — WOTPUIOJ 
eB] 19 JWaUIoUsIIsUI,| ONb QUBT[NOS B Io1OUeIgJUOD FT 


*oU19} 

Zuo] & aANONpod ke] ap VdUeSSIOIO eB] Inod souTeWOp 
S90 SULP S]UAUASSI}SOAUI Sop sdUR}JOdUII,| 19 aIsO;ouYIe} 
eI 19 sgoUaTOS say ‘UreUINY JeIIdeo 9] Ins 9110d e gsodxa 
UOS ‘sTUQ-sIeIq sop Jusprsgid np senbruouosg sJay]Ias 
-U09d sop aq1U107) np siquisw ‘Apreg uIpIeyAl “Al ‘Syuau 
-1ua Sda1IUadafuod Sap AUUUUDIZOLq UOS BP IIped 9] SUP 
‘QUIAUT SUIWIOD JUSUIUISN9I WeT[Tond0v epeURD sIISNpu] 


juaulassysaaui,] Ja urumny jondnd a] ‘aidojouyra 
D] Ja SaquaIIS Sa] Ans Kpog unm ap asodxy 
SRLS ERT 


IF" 
OYOIW 


A a ara aaa 
A 


L 98vd 


‘WONNIOAY, | JO[[IOAINS Ud, p SUdAOW sop 39 XNaI 

-9u93 indde un juejjo my] Ua UONsUeN ap sported 91199 
JOSIOARI B DUTYD PI Jopre,p ulye arostaoid uowexs,p 
guistuessul un doryd us aI0UI ap gsodold & A1}SE aw 
‘sjuessoid snjd ua snd ap qo] as s}eIpgwUT s}uoWESURYS 
ap Insavj us sjadde sap stew ‘ouryD ud Jo}UeTduII,s 

OP SIOA Ud 1S 9YOIVUI Op SOUISTURIOU Sop Ins oseJURALp 
yuesodal stuI0U0DE aU_) “aWIIOUS snd 92] Jap 9] oMINsUOD 
JWIO,[ & BUTYD BP] Op UoIssao_r | ‘aIQIDUDIgJUOD PT UOTIS 


‘AdO0O.,| op sXed so] red qutod ne ostur 

a1u9}U9 oUN & JoIgYpe & sgsodsIp jusTeIOS YqQDO,| oP 
anied sed juoj ou nb QWO,] Op seiquiour sXed say is sed 
JVs OU UO,] 19 SOUTeIIDOUI JUSINOWAp s[qIssod [WY uN,p 
Inajdwuie | 39 110d eT aonb sustqnos & ASO sw ‘(IINV) 
JUSWIISSTISOAUT, | INs TeuONeUNTNU pI0.0V | ap Joins ny 
JUIUIISSIJSIAUL | IISITB.AIQVT 


iF) 1-3 fo )00100(0)0) 

onbryjod ey ap xnao 19 doUaIINIUOD op onbrtjod 

RI ap SJrdalqo say a1JUS SIDUdIIJJIP Sa] JOT[IOUOD9I 

ap Wesouled ‘njouos ayje-1-e ‘amideyo 90 & sgsi[eel 
soizoid soq “d}XIW 9][aINsnpur 9}911do1d ap sexatdwio0o 
somnjonns sop 1a sonbuegq sap a[O1 9] sned us yUayeuI INb 
$919190S Sop SUIOIUI 9IS9I op SoIMONNs xne nb isure ‘sao 
-UBI]]e SO] 19 [BAR Ud JO JUOW US sayuajUA say onb satay 
soyerosowU0s sonbiyeid xne Jassa19}UI,s Issne WeIpNey |] 


‘xlid op sjevd9 sop opie oun, p oTIeIpsUtIjUI, | 

Jed s[aimjonijs sapoejsqo soo eB yUSYOeNeI as Inb synod so] 
Jaqnoyeo nod sgAojdap a4Q Issne JWaIeIAap sjOJJo soq 
‘S[aINjONIs s9joe}sqo sop UONIUIJ9p ouN Ins oIpusjua,s 


moanod ap uye ‘sarqerorpnfeid onbryqnd uoneioussal | 


ap SdINsoUI Sop o}sI] oun Joedgid ap gsodoid e aq 
“9ALId In9}des 9] sULp s}JURUDAIO}UT say Jed sastid somnsour 
sg] 19 onbijqnd uonewowosysel ey stidutoo A ‘« sjammonns 
Sa[deISqO » sap stew sXed sap sargjUOI xne sagBII9 
SO[PIOIOUIUIOD SaIgiIeg Sop JUSUII[NEs UOU UOTONpe sun 


666] auwomy 


gsnevd Ud JOU 9YOIeUI 9] INs 9ATOaJJo ouasgid eR] ‘JUOUIES 
-SIISQAUT, [OP S¥d 9] SURP ‘NO 9YdIeUT Ne JIOaJJO $g00R, | 
‘sg[RIOIOUIWIOD SUOTILIOI Sop 33X9]U09 NedANoOU 2] sued 


‘TeIpuoul suIsTUe3IO Nb 

jue} U2 DINO, | OP SHITIqIpes9 e] 19 JepueUT 9] SopryOs 
saseq Sop INs I]qei9 & JURSIA SaTqissod uoT}Oe,p sudAoul 
sutejiao gsodoid & aq “(OWO) 9100S np syeIp 
-UOUI UOTeSTULSIO,| & SUTYD e] Ip UOIssadqR | 19 JUSUUAS 
-SIISOAUL, | INS [PIOIe[N[NUI p109d8 | ‘s[aINIONIs safoeIsqo 
Sap UOIIUIJep eT :suoNsonb sto Ins saite}USUTUIOS 

sas Jovod i1ej & ASO sw ‘Aensni¢ ,p suoners 

-039U Sap Ul] ke] sIndop IdAa]OI & SIJap sop ueyd 2] INS 

é OWO.I &4 2O 


"SO[PUOTJVUIOIUT SUOTILIDOZ9U So] SUP xNeUOTeU 
sourwmeigoid op 39 sonbiy1[od op tuljep uou [IeWeA9 

UN,p UOISNoUr,| e gUaU v INb yUeUINO} juUIOd 9] 919 B 
$9008 Pp d1gTVUI Ud aINQUIASe,p UOTIOU eT *(aT{aMDeT[9IUT 
detidoid ap silo1p) sIsojouyde} op 39 JUSUIASSIISOAUT, p 
suorsanb so] JUSWIUTe}OU ‘aTeIDIOUIWIOD oI9TIeUI 

ua ajsea snjd aaq10d ap suonednos091d sap Joqojsue nod 
sayeuoreu sonbiyeid sap 1a sonbiyjod sap ouruios jueA 
-eredne jlelgpisuod uo nb 99 ap 911899 1s9,S sUTeOTIOUIe 
gyerorawiuos onbiy1[od e] ap oatd 9] ‘sogquue solgiuIop 
SdD ‘a[eIpuoU! sfeIoIoUTWIOD onbiyI[od ke] op UOTIeIUSTIO, | 
Ins souaNTJUI ouN Voloxe Inb jueyoduT snjd 9] JSUIZI9, | 
JUe19 SUIUIOD sIUp)-s}e1q Sop sfetoIouWIOD onbijI[od ke] ap 
QBLIIA J] WOdSIEd &sQ auIAl ‘SdOURpUd} S90 ap 1Idep uq 


‘sked sap soigiuolj sop Indti9jul,| e ssonbijdde sonbyeid 
ap 39 sanbry1[od op ajsea snjd ua snjd ap [reqea9g uN SI9A 
sked sap saigijuoly xne sag8l19 Ssolgliseq sap JusUIET]a 
-npeis soejdap os sayeuONeUIa}UI suUOTIeIDOSEU Sop 10AId 
J] ‘UONestuoUTIeY INZ] op ana Us suOIssold say aJUSWISNe 
J9 SOUIQISAS SI] SULP SUOTIOIIJ sap 9919 s[eIPUOUI J][9q499, | 
@ Sojeuoreunnur ap souaseid ev] aonb ja ‘syuawassnsoAul 
SOP 19 SaIZoTOUYIE] sap ‘xNeIOIOWIUIOD sasueYde sap 

Ins a]Janjoe aInoy,| & asodaI gYyoIeUI Ne sdRdIJJa sgdoR 
un,nb 9uZI[nos & aI[q ‘O08 SoguUR sap 9IIOW oWgTxNap 

RB] JUepusd (qq]) JesueID JOdIIP JUSUIASSTISOAUI, | OP 99q 
-We]J oUN,p aINs e] & gsJOWS & Inb seuONeUN|NW ostid 
-91]U9,| ap Juasgidruuro snjd ua snjd ap a1Q}0RIeD 92] JoraI 
Ud SIU & AIJSOE sw ‘29Ssnod onbrurou0s9 uorje139;UI 
oun & QUdUT UO INb sajJUdd91 S010} Sop [OAINS uN sueq 


"sjuaUlua Sda1IUadafuOD Sap AUUUDABOLY 

Np sped o] suep ‘IOTWIOp leu US ‘epeueD sINsnNpul,p 
Jouuosiod ne 9]Uasgid & ‘OJUOIO], op dIISIOATUN | 

ap ‘Aa3SQ etAyss aonb gsodxoa un, p jofns 9] sd Joy, 


OYOIW 


£ OAQUINN ‘7 BUN]OA 


9 a8ng 


hh eeeeeSSSeeeeSFSSSSSSSSSSSSsssSe 


‘soTeUOTeUIO}UI 

yo sayeuorjeu sanbiytjod say ous UoTeoreUIEp ap 

ous] Be] snoy snjd sspusl & 19 QYyOIeW ap UOTOU ek] ap uON 
-TULJ9p | JOIPpOU & gNqIUOD e ssdURpUD) xNap sad ap 
gouaproul, J ‘“«s0Nsnful»,p s131eT9 UoNoU suN Ins Jasodaz 
OTe} BP] & JURSIA STUL)-SIkIq Sop aTeIoroUTUIOD onbn 

-l]od ey suep JeUoUrepuoy a8esTA uN jo sourpud} one ,'T 
‘sked so] o1U9 soxajduros snyd 39 sgiias snjd a100u9 sust] 
Sop 19919 op JaJJo Inod ev inb sfeuoneusoyut otM0U0N9 | 
OP UONLSI[eIPUOU! kL] ISO saT[o o1IUS,p 9uN,] ‘oTeIpuoU 
9]9499, | B oTetoI9uIWIOD onbyT[od ve] ap uoNEIUATIO, | 
IQULIOJSULN SP 910A Ud JOS sopuojoid ssouRpus) xnoq 


ASQ v14]k§ ap UuoyON]DAa aun :Konsn1fQ,p 
SUOIJDIIOZIU Sa] SatdD JVIPUOUL AILIWUUOI AT 


SJuauiua SAa1dUadafuo) ap auuDssosd 
a4JOU ap alpvI a] Sup Sasodxa xnaq 


‘anbiyuaros 

ouyenb asieanew oun, p Issne sieur sonbijqnd sanbiytjod 
ISIVANLUI IP SOWI9} US JUOWIONbruN sed ainsoul as ou 
Joked e xtid 9] ‘a][a-1-astogid ‘juawany ‘enol juaAnod 
sonbijjuatos say onb afo1 a] [ew suUeIduI0D uo, onb 

no sed oulljsains ou uo,] onb yuIod jney snjd ne ajJodurt 
[I ‘onbryqnd onbiytjod e] ap ueyd 9] Ins aie} & oJUe}JOduII 
UOTINGINUOS sUN & oNnbiIjNUETIOs UOTeNTeAY, | Is ‘oUTUIOS UY 


“soguTurex9 suorjsonb 

SOSIDAIP xne soyUoUTIIEd yUIUIZDIOJ sed jUOS OU Sodus 
-SIVUUOD SINI] SIeUI ‘gITe[O9 ONA op JuIOd UN jUa}UESeId 
sonbijuatos sa] ‘seo 90 sued “UOT}e1OQGeII,P SI0A Ua 
sonbiyijod soutej199 Ins a1ZojouYyIa} ek] ap 19 S9dUSTOS Sap 
suoissnd1ed91 say JUeINOJUS INJId soUeIINIIO,| US ‘Jeqep 
oijne UN suep MuaArayut e sgjadde uos sonbiynuaros 

$9] ‘aT]a-1-aynofe ‘yuaAnos don ‘steyl “IIJJO,p oinsour 
ua Juos sonbijiuatos say anb 39 ulOsaq UO sIMeplogp 

S29] JUOP SJUOUIOUSIosUAI Op oIUAd a] JUOWUgSTOOId ETIOA 


‘yofns Janb aj10dun1 ,U Ins 39 oUT[dIOsIp 93n0} suep 

yeqap Ne 19AN0 jsa Inb 99 IMs Ja UTeJJOUT sINeWIEp Inb 90 
Ins ‘sed suoaes ou snou onb 99 Ins ‘suoaes snou onb 30 
Ins suonsenb sap e apuode1 ap ona ua sagstTerseds sao 
-uessteuuod sine] ev adde asej yuaanod s{] ‘uoTenyeAd,p 
snssaooid 9] suep s}uRUDAIO}UT So] TWIed ore] & afeIONIS 
uoNNgiINUOS sun JUO sanbiIyNUaTOS saz anb ynjoUOD 133[BS 
sanbiyiqualos sap 3[01 aT 


SS SE 


‘aISo]OUYIA} BT op 39 saouaTOS 

Sap suolssnosedgi sa] Janjeag Inod jueTeadjod 39 anbrun 
9[gpoul un sed ajstx9,u [I,nb ousrjnos o[[q “WoUeSueYyo 
ne Ja\depe,s souigui-xno jueaned inb syusumsut, p 
JURAIOS 9S US xNeID0s saurgfqoid xne Jonbeye,s eIAsp 
a18o[OuYda} B] ap 19 SoouaTOs sop anbmfod ey ‘uoster ay90 
Inog ‘sdura} np [IJ ne Wonjoag sjaimno xnorpru say 39 
suonnnisut say onb ayjoddei snou mone] ‘uorsnjou0s uq 


‘UOISNJJIP OP SLOJJo soy JoOTsuIe 

Issne yeIpnej [I ‘uljua ‘sonbisojouyse} Jo sanbiynuaros 
SOIIZANODYP SOT[9ANOU Sa] JUSAQTNOs anb ap 2] sNpour 
A,p ulye sayorayses sap dureyo a] 3Ie]9 19 1Ipuojoidde 
WEIPNL] [I /1OOIOJUII soy 19 SaT[aMjoe SOATIeTITUT Soy 
JaUUOPIOO XNaIWI WeIpNey [I ‘sasoyd sop 9}10119 UOISIA 
91199 19311109 Inod ‘anb stae,p jso Ineine, JT “uauTIEd 
91X9JU09 9] sUBp suOTIsonb sa] JanjIs ap ‘ouOp ja stogid 
JepULU INI] Sp SOIUII] Sop ejap-ne IIOA & sUOTININsUT 
$90 ap opmtide,| Woes & ‘jUoUIZT9 UN sinofno) snbueu 
[I SIeUI sgst[eol 919 JUO sgIdo1d sap ‘Inne ,] UOTaS 


‘9ISOTOUYII} PT BP 19 SIOUSIOS Sap SaT[aINI[NO Ja sayeIoos 
suoIssndJadal so] JoUTWIeXa & JUOUIQSTOVId 9\SISUOD JepueUI 
9] JUOp syuepuadapur ayoiayoeI op simmMsut xneaAnou 

OP UOTILIIO L] ISO SATILIJUT DUIZISIOI} UA, ‘anbru0NDeT9 
dNoIJO NK, | Ins [TeAed} op odno13 nesanou gj anb sja} 
*$]9110}99S S[IaSUOD SIOAIP ap UOTITIedde | Iso SATETITUT 
ane dU) “aIZOTOUYII} B] ap 19 S2dUaTOS sap saTeI90s 

19 So]JaIM]ND suOIssnoJed91 sop UOTeNTeAgY,| & UOISID9p ap 
snssaooid Uos suep aiteyio1d UoTUuaye oUN 1ap100R ,p 
QNUd} 1S9 UOISSIWIUIOD kT BJanbe] UoTas ‘(OL YO) sou 
-USIPCULD SUOTICOTUNUIUIODYII} SOP 19 UOISHJJIpoIpel ek] op 
[lssuo_d np yepueUl ne s9139}UI JUeUDIUTeU ‘aOUSSTX9,| 1S9 
Sa][o a1Ue,p oun,’ ‘souTeUIOp sad sno} suep sosno}ouoI1d 
19 SaTJaANou saayentut sap ev A [I,nb susI[Nos A83]eS 

*** SIBUI ‘SIId01d Sod 


‘gyoIayoos P| & USTINOS 

3] 19 S[lasuod ap jUOUTESsT[qQeI9,| ‘9}X9IU09 NP UOTINIOAY, | 
JasAyeue p 9dieyo UOTeIUSUIE[S9I Ip IUISTUeSIO UN, p 
yUSUIOUIOANOS 9] Jed UONegIO e] JOUUAIdUION S|] “ITUIA 
-red A mod susAoul sap spueUIWOdeEI 9]]9 19 3}x9]U09 

np xneigue3 sndiode sop yueredgid us atuou0sg a]JoAnou 
BI op UONNToAY, | Seid op oJAINS ap 9IIssoogU P| 105 

-Jod sayjeg “attou0s9 aT[aAnou ek] suep onbiynuatos nb 
-jod ey ap soeyd e] & assaigqul,s « a1Qgyds » SUIgISION eT 


“SOQTIIOAINS [UI 919 JUO Safa ‘sed suTe}II9 

suep ‘19 saguUOps009 919 sed jU0,U SaATeTTUI sap yednyd 
e] ‘oouonbgsuos ug ‘sgoons 9] JoINsou Ua,p JeNoULIed 
SOIQILIO ap JUSUASsT]quI9,| B A9psOIOR 919 B oJUBSIJJNSUI 


ma 
SE 


NE eS CS SRD i de 
OYXOIW 


a 
—————————— ss. 


¢ a8Dg 


S66 auuomny 


i 


uonuse oun, nb 39 sUTeUIOp 99 SUP SOATILIITUT Sop apITOs 
uonen[eag,p aseq ap sed 9}sTx9,U [I,nb oumse 1az]BS 
“QUdIBYIII B] 9p dINITND ouN,,p jo BIZoTOUYIe} e] Ip 

J2 SQOUSIOS Sap UOTIOUIOId LT] asTA « aIQYds » OWIQIXNEp eT 


‘aisva snjd yeqep un Inod s[qIpe1o UOTeULIOJUI 

oun, p saseq so] Jajof ap yueyouried us yno} “UsTOINJa snd 
19 dovOTJJOa snd sayiolid sop yuowsst[quig,p snssad01d 
J] SIPUII B WeIJaIsIsUOD sadnoIs sao op 10dde J 
“UOTIENTeAY, | 9BeSIAUS UO JUOP sUOTIsoNb op jofns ne 
SQOUPSSTBUUIOD Sap 3219,[ INs JUIOd 3] se} op IRIs syd") 
e] JWOp ‘stogid souTeUIOp sop suep saystferseds ap sgsod 
-w09 ‘anbijualos UOTXaTJe1 ap sodnoisd sap & sInodeI 

3] spueUITMODAI INoINe,| ‘UoHENIIs eB] JOS1IION op UY 


‘SaTPIOW 19 SaT[aIM[NO ‘sayetoos suonsanb sep 
a10N9 uonestyemdaouo0s oun, p ajins Jed agituN] ap 99110d 
ap 19 & a][o ‘UIJUS ‘sUOISIDgpP Soy JOOUNNTJUI eB JUSTeYoIOYO 

Inb sjueudAiajUI sop Jed astideUd 919 & aI[o ‘sapioge 
sja{ns sap 1a gyuenb ey ap ‘ouyenb e] op ueyd 9] Ins aes 
-9UI 919 B OUILUIOp 99 sURp dYIOYIeI eB] ‘stojayno} ‘nol 
20 e nbsng ‘sanbiZojouyse} 19 sonbijuatos sajJaANodep 
Sa][9ANOU op JonyeaAs Inod sonbneursisAs soulstuedaUI Sap 
epeues ne efop ajstxe [I,nb jnjouod JaqVg ‘piesa 190 V 
‘sonbrulou0d9 saouepud) sa] 19 UOTONpoid op sepgooid So] 
‘soulioU soy ‘sjinpoid op uoT}e]WEUI{S9I BP] NO JUSUIIOUR] 
3] ‘Uoneoueyd ey pusiduioo « arayds » argtuoid eT] 


"Soq]Iqissod ja sulosaq ‘sowg;qoid 

soidoid sas 9110dW09 sa{[2 o1]Ua,p suNdeYD ‘onbyyWUerIos 
onbntyjod e] ap « sargyds » ston Ins JU9908 | JOUI 197]BS 
sa.1gyds si0.13 sa] 


‘SJURUDAIOJUI S23] SNO} op UOTedronsed ek] Ins 

yuesodas uorje][NsuOd ap snssad01d ap adAj Ule}I90 UN, p 
OIIIPSWIIIIUT, | Jed syoIaYydII ap XNALI] SdUIQUI S30 ap 
gjeigues snjd uonenyeag oun sipusidanusa,p juensutied 
sUISTUBIEW UN soeId US oINOW Issne ynej |] “soUsUTIEd 
sogst[eloeds saouessieuuod sa] JUepassod souuosied 

sap Jed ssgnjeag 19 sanbiytuatos sadroutid say yueoadsal 
Ud Sagsl[egI “Sag[qId JUSUTOSNOINOSII ‘soleyuaUINIOp 
SapNg Sap JOS 99 ‘.193]Bg UOTas ‘anbuew nb aa 


‘Q1ZO[OUYDI} LI BP 39 SaoUATOS 


Sap O[]OININO Jo g[eIDOs Qouaprout, | JoNTeAg,p BYORI . 


SINZ] IP JWaWa[qeusAuod Ja}1INbse ,s Inod utosaq 3uO 

S]I JUOP s}UsWIsUSTOSUAI sa] sonbiyI[od sap sayqesuodsar 
xne Iminoj op sed jyowsed ou Juensturupe fioredde 

199 “SIAR UOS YW ‘onuT}UCD no anbipotied uodsey ap at3o] 
-OUYI9} B] 19 S2OUATOS Sa] JoN[eAg,p astogid uONeD0A Inod 


STS AE SRY Ae EE PLE EE 


quo Inb xnejUSWIAUIZANOS soulstuesIO sap 39 sastogid 
suotjsanb sap & sagJdesuod saduaIpne sop ‘UOTeIUSUII[Z91 
R] Ins yURJIOd soouaIpNe sop ‘sJIeI[NsUOD S9}TWIOD sop 

ya xnerdads sgytUI09 sap ‘[IeAel) op sodnois sop ‘soyeAo1 
SUOISSIUIWIOD sap Ja sonbijqnd sajgnbus sap jusIns1y 
10-XN99d MWe “aIZO[OUYII} LI OP 19 SAOUSIOS Sop SoT]oI 
-NI[ND 19 SaTeINOS SAOUSPIOUI soy Jonyeag Inod epeueyD ne 
yua}stxo sanbyeid ja sawistueogul sinaisnid onb sonbiewrsl 
We} Jayeg ‘oyUeIstxo UOeMIS ek] op UsWexXe UN,p InIed y 


‘gure[qoid 

90 & aTlOvJ JLISTUIUIpe opgulal op sed e A,u [I,nb 
yUSWIAYOURIJ ONOAR aI[q “SuUOTINJOs sed JUOs ou SoU 
-g[qo1d sa] Is Zins yusAned Inb asIaAONUOD 9p 30 I]JUOD 
ap sanbsti sap 39 sonbiqnd sanbiitjod say 19 saouatos 

S$] IOI[IOUOIII AP 9}ISSO9U LI Ip JUOWIUIE}OU 3e}9 Ie} IIA 


“QIZOTOUYIE} B] VP 19 S2OUDIOS Sop sanpuse so9gquIo}oI 
sop Jojoid ap ajqissodum esas snou jI,nb ajqeqoid 
OJ 1S9 I ‘a]][9-}-auITIsa ‘tonb ap ayne.j ‘sonbisojouyoe} 
39 sonbijnusros syusuesueyo xne uoTE}depe | 
JOSIIOAR] & JULSIA SJUDWIDUIOANOS Sop SUOTIUDAIOIUT 
Sop oI]0N,| Jonjeag,p onb onpisse uodsej ap saouepus} 
$9] JoT[IaAINs op jue} yUIOd jney snyd ne dJ0duT 

[I ‘aIxayU0d 99 suep ‘anb oulT}sa 193[BG Inessajoid a] 
QINSIUI 39 IDULTIA.ING 


‘sanbiZojouyos} 39 sanbijUatos sajJoanoogp sap 
UONesI]IN,| Ip 39 UOIsNyJIp ve] op ‘uondope,| op ‘jutod ne 
ISU B] Op JaI[Ns9gI Inb sayjamm{No 1a sayetoos suotsanb 
$9] Jon[eAg,p JWa}eulIed nb sustpeued sourstueoguI 

Sd] BSNIINOZII USE] Op SUTUTeXd JazTBS ‘OpmMe OS sueq 


‘QISO[OUYIA} Ip 19 SadUaTOS ap suOTIsonb 

$9] Ins juRIIO0d UOT}d9T[09 e] op ated Issne je} yUOUINDOp 
ID ‘alsojoUuyIa] D] ap Ja SaDUAIIS Sap Sajjanyjnod 

Ja SajD190S suoissnosadad Sap uoyonjpaa, p sanbyodd Ja 
SAUSIUDIAY 311) 9] snos ‘JooYIS MVT []VH apoosse- ej & 
Inassajoid ‘1azVg B1OV] Jed 93Ipel d119s s1oy yUoWINIOp 
nesanou un, p jaf[qo,| WeJ ssquUOp op doUEIVD aNAaD 


“Q]]OINYTNS 39 oTeIOOS 
uonejdepe,| @ JUsYyoeNeI 9s INb xno Ins suTOUI a100Ua 
32 JUITNODgp Ua Inb sarqissod sjnoo sa] Ins sepmeg,p 
nad onb apassod ou uo sey ‘sonbrsojouyse} 1a sanb 
-IJQUSTOS SoJIOANODEp sap UoNeoI|dde | ap aitje1 939190s 
RB] onb sasejuRAR Sd] INS sopnjg sasnaiquIoU ap a}sTxa I] 


9]]2.4NJJNI0190S 
uoynjdvpv,] 42498 :2180]0UYIa] Ja Sagua1I¢ 


OYXYOIW 


SRS ETSI SERS SDS LURES PE SDE SS TS a 


£ O1QUINN] “7 BUINJOA 


‘soseyueae sop onb sinoo 

Sop Jue} 91dWI09 ITUa) JUSATOp sonbiyIjod sap sajqesuodse1 
sa] onb 39 91SIx9 sJIeS9U S}oJJo,p Josuep a] ‘seo onbeyo 
suep ‘aonb JUSUSI[NOS s]I sIeJAl “2dURSSIOIO op saatoodsiod 
$9] Jo1OI[gUe & JonqIUO. JuaAned xneuoNeUIayUI 
SQYOIVUI xnv 19 sodUeSsTeUUOD xne $9008, | JoInsse 

B10 G-¥ OP SONATOe so] JUSUIO}S0IIp JoAndde ve ‘urewNY 
[eudes op uonefnumdsoe | JoynuINs e yuestA sonbrtjod 

sop onb juasto9id uvwidjayy 19 UIj104 ‘aIn[oUOS nog 


‘anonpoid 

RI INS I[QeIOALJ DOUIPIOUT 9UN JUddIOXS xNeUOTIeUIIIUI 
sosueyog say ‘soyqruodsip sanbriidursa saguuop se] 

uojas ‘anb yUaN{DUOD sinone sa] ‘sInod sap jd saseUeAR 
Sop nus} o}dulo9 ‘step ‘stojsed Juaj[nse1 ua mb uoNeA 
-OUUT,| & S9IDBSUOD s}INp9I sjospnq sop 19 xneuOTeUIAIUT 
SQYoIeUI SI] INs sag}UOIJUOD JUOs sastida:us say ajanbey] 
B on190e BOUdIINIUOD eI ap asned e G-yY US s]USUI 
-OSSTISSAUI SI] INS SJ1JeSOU S}dJJo sop MOA Issne ined 
DOIOUIWIOD JJ ‘SIOJOINO], “SIAN, p NIATU 9] JoJUOWISNL 
@ anqiuos inb 99 ‘q-y e] ap JWoUTapual 9] Jo}USWIsNe p 
JOJJO Inod & xneuOTeUIDIUI sasueYyoe sop UosTeI 

Ud a1SeA SHid 9YydIeW UN IIAIassop op 11ej a] ‘snjd oq 


‘sXed syUalojjip suep stidamus 

JUOS oYdIOYIe1 op sjofoid soulgur sa] atjanbe] suep a9}10d 
RI aJInpel & 39 Jastje1ogds os ev sastidamus sep Issne v.19} 
-I0UI DIOUIWIOD a] “yUaJUOUTTTe s{I,nb saouessieuuOd ap 
sjUeINOD Sap sTeIpswajUT, | Jed saantsod sogquiojel sop 
JuasInpoid JasueI9 JOdIIP JUSWIASSI}SAUT, | 19 BOIOWIWIOD 
a] anb yUanjouOD sinaine saz ‘sXed un,p onbruou0s9 
QoUeULIOJIod e] Sp UONeUIULIA}9p e] INs soUSNIJUI Ino] op 
J9 sofeuoTyeuIajuT sanbruou0d9 suoT}eIO1 sop uel 9] INS 


‘feumndo siqiinbs un sipuloye ,p jualesnouied 

Inb UONeULIOJ ap 39 JWoIOUSIOsUA, p soMUeIZOId op 
sodA} So] Ins 39 BSeUIOYD J] INS G-yY Ud SJUIUIOSSIISOAUT 
Sop suoIssnoJedgi sa] Ins sagssnod snjd soys1eyoeI 

Sop sipusidanus inej [I,nb JuowNso ueWday 30 UII0J 


‘satqetoipniaid sjajjo sap uote 

d-¥ &[ suep juassrsaaut Inb sinojoes sop suep uoNonpoid 
RB] & suOTUSAQns sep onb syqIssod jsa [I ‘o[quITeyNos aig 
ynod q-y eB] & UONUAAQNs op UONNQIINe,| Is ourgu ‘aonb 
Issne JUSUBI[NOS S|] “S99qUIOJOI SOP S1aJJo SOP I[QeILIA 
aa1od ev] ap ajiduioo smu} op ule G-y B] & sUOTUeAQqnS 
Sd] UIOS DAB JoNTeAD INvj [I,nb Wey 9] IMs WojSISUT S]I 
SIeJ “epeues ne q-yY Ud JUSUassIISOAUI, | & SUOTUSANS 
ap uoNNqine,| e onbruou0s9 JWsWIapuo} aprfos 

un 9jstxa [I,nb yuouUaTINos sinayne so] ‘9}xo}U0D 99 sued 


p asvg 


2) See 


"JUeSIJJNSUI 3S9 

A q-y Ue JuauIesstsaaut,] onb 39 saomnossai op S1Su9}UT 
dJOJ B SINI}9ES Sap suep sestyelogds jso,s oUUaIPeURD stu 
-ou099,] aonb ymsua,s |] “sgsterogds Juowayney o1Ans0,p 
-ureur oun Inod ynyNsqns steAneu UN anyTsuOd ‘G-y 

Ud SJUSUISSSTISOAUT xne JURTNUINs onb jue) Ua ‘saTjaImeU 
S9SSOYOLI Op soUepUOge, | JUOP 9119ANO sTUIOUODY aIned 
oun jso Epeued 9a] anb yey 9] Iso ‘stAe Ing] B ‘suOsTeI sop 
oun, T “C-¥ &] suep uowrumestyjns sed ysoaut,u epeued 
9] enb Junjou. ueUdjayy 19 UIZ.10,q ‘yey a1duw09 jnoy, 
é Segyysnf sajja-juo0s q-y eB] B SUOTUDAQNs seg 


“UOTBOTIQe} INI] e sgyounes 

SadIjgueq Sa] o1eIedsIp UOJ 19 sjUeIsIxe s}Inpoid sop 
Jaoedures yuouuata nb sgpgooid 3a sympoid xnesanou 
ap 19919 ap Jajjo Inod yuo G-yY Ue s}UdWAssIsoAUI 

Sap onbsJoy Issne ajstxo sreBou sjajjo,p ouiqissod 

R] SIeJI “SINOD So] JUassedgp s}usWASsIsaAUI sap xNeId 
-OS saseyuRAR Say onbsIO] JWastnpoid as saattsod s3aq 
-WOla1 saq ‘UoNonpold ke] op souessIoI9 ey Ins symtsod 19 
SJVSOU S}oJJo sop OAR JdANed C-yY Us sJUsUassTISoAUT 
sop ‘onbr109y} uejd a] Ins ‘anb yuayeusIs simaine so] 


"C-y Ud sJUSWAssHSaAUI XNe solIessao9u 

SUOT]IPUOD Sop JOS (INd}JeAOUUT,| Inod sjodououw 

dp OAnod ap 91dap Ule}I90 UN dIIP-k-}s9,9) « oyTejIed 
QOUILINIUOD ap JdUaSQe »,| 19 SJULSSIOIO s}JUOWISpUsI ap 
OUIIOJ dUIeIIDD oUN,p doUasgId vB] ‘sn{d oq “UOTJeAOUUT,p 
dIVILUI Ud S}JOJJO SINE] ap oseJUeAR J9I1} JUOIINOd 
sastidanua so] onb 2110s op sasojoid juos a]Jenj9eT][9]UI 
91911do1d ap sjlorp say Janbnp njJ9A us JUOWIOUUOIIAUS 
un Jago ‘sone a1jue ‘ney [I,nb JuanoUOd s]] “SAD 
-onpoid e] ap uonejusWsne,| Ins JonyuI ined q-yY us 
JUSUTISSISAAUT,| Sfanbsep olleIpsurisyut,| ed soulsTuedgUl 
sap asAyeue | & oyINsuS JUassed UBWId]ayy 39 UIDIOT 


‘9IANIO , P-UlVU BT ap g1ANONpoId 

eB] op UoNLIUAUIsNe,| & JonqiUOS jnod uoTEsTTNN, | 

JUOP JUSUINIISUT UN Jso G-Y OP SOATIOV Sa] sUBp JatAS 
-SI]SSAUT,] UOSeJ aTJonb op JUeNUOUEp s[I 19 « onbyesd e| 
red oSesstusidde »,| red sajqissod snpusl sures ap suots 
-snoiadai say Issne JUSUTUTeXO S|] “SIWIOU0D9, | op sous 
-SIO1O AP xN¥} J] Jo19[9998 19 IOUSIOYJa,| JoJOIguIe JIA 
-nod ureumny yelideo 9] suep JWoUresst}saAut | JoseInooue 
@ quesIA sonbiytjod sap anb yuanjouod sInayne soy ‘urewNny 
[endeo op uonefnumooe,| op UsWeXd UN,p euIa) ny 


‘jueAesie 

snjd JUAUASsISOAUT,] 2IpUdI ap 19 [eIdeo np JuoWepuel 
9] JaJUeWSNe,p JaJJa Inod quo sajjo,nb sored a9eNpur 
goUanIJUI oun Issnv jUO saT[q “woronpold ey ap souesstoIO 
eI INs a9aJIP VoUAapIOUI ou JUO saT[aANOU seIso;ouysIe} 


SSR RTT RN 


I ga 
| OYOIW 


Deen eee eee "CO" ne 
Se ss. 


£ a3Dd 


S66] auwomp 


LL 


So] ‘XNBOATU SJOAIp & anbIWIOUOD9 soUeWIOJIOd 

R] Ins Jonpur jnad onbrsojouysa) seiso1d a] onb 
JUSIJUOUIYP SINaINe sa] ‘9JANIO, p-uIeUT eT op gANONpoId 
B] OP DOURSSIOIO BI IP d1JO9U} Pk] INs JUepUOJ 9s UG 


‘(4Ld) Sinejoej sop [e101 

guanonpoid ve] ap souessto19 ap OWIIIAI Np UOTIeII[Z09pP 
oun & d[QENqIINe JUSWIOIeTIUA 3S9 [I,nb ster [eydeo 

Np uoNeNuNIOR ,p xne} Np assteq oun ve a[quindun sed 
1S9,U €/6] sIndap epeuRD ne 9AJOSqO dIANIO, P-UleW P| 
ap stAnonpold ve] op youlasstUs|eI a] onb JUoN[OUOO SI] 
‘gnbiZojouyos) seioid 9] 39 [eydes np uoTepNUINIOR | 
:S9OINOS XNep op JUSIAOId IANIO,P-UIeU LT Op 
dIANONpOd ke] op sdUeSSIOIO ev] onb yWonbrpur sinoine so] 
JUIUWIISSIUITV.I Np sasned so’]T 


“QOURSSIOIO BL] OP JULUTULIOIOp 

JUIUIZTS, | 2139,p BIonuTUOD ‘sonbrydeisoWlsp ssouRpus} 
Sa] WOU ‘In|}OvJ 90 aonb JUaN[OUOD UA S|] ‘oUUIpeURd 
IIWIOU0DY, | OP IJeqQo|s VouRSsSIOIO eT op COT ‘d OQ UOITAUS 
Inod yuauranbryewisisAs SNUdIAIO}UI 1S9 JIANIO,P-UleU LT 
ap auanonpoid ey ap uonejoWwsne | ‘o}Ua] snjd 39 oprdes 
QOURSSIOIO ap Saportsod-snos sa] Juepued ‘anb juanfouoS 
sInoyne So] ‘P66I-EL6] Bportsed el ap uswexa Ing] oq 


“VHOLT 9P 39 AIAY-[9.L ep 

QISIOAIUL) | op ‘UeMIdyaFy UeUBYTA 19 ‘(WqADI) sagoueAe 
sopnig,p UdIpeued INITSUT,] 9p 19 [RaNUOJ] & 9aqGeNh 

Np 9sSIOAUA |] op ‘UI7I0,J atsatg Jed gredgid yny arses 
SIOY JUOUINIOP NesdAnoU 99 ‘alsojouYyoe} ap 39 saouaTOS 
ap suorsonb say ins juey0d s}uauNoop ap UONdeT[Oo 

BS Op dIped a] sUep epeUeD aINsnpuy Jed gpueuTUIOD 


‘sonbijqnd sonbiytjod 

Sop UOTVIOQRII,| INS sal1OgY}) $90 ap suOoIssnoIedel 

So] Issne osAyeue A UG ‘dTWIOU0D9,| ap 19 dAVONpoId 

RB] Op douRSSIOIO RT & 110dde UOs 19 G-yY Ud JUSUIAS 
-SIJSOAUL,] OP I[OI 9] JOUTWIA}9p & Joprle snou yWaAned 
(Q[QPpOUl Np INIII9}UI,| B 9919U9S) aUgsOpUS JoURSSIOIO 
aP SI[QPOUl sop s1gIUeUT s]Jonb op yUeUTUTeXa UA 
sonbiwouos9g saouepua} sao Jonbijdxa,p 91U9) UO sInoine 
Sa] ‘UalppouDd ana ap juiod np saouanbasuod :aouvs 
-S10AD Ja auasopua UO1JMAOUUT {MUI JWoUINDOp UN suKq 


‘stndop © 


TAInsinod 3s9,s tnb 39 €/6] US gInNQgp e Inb soURSsSIOIO 
R] Op JUdWasstjUs]eI UN JOAIISqO JUdANed sa}sTUIOUOD9 
So] ‘SoTuUsd9gp SaIQIUJOp xnep sa] Ins asATeuR | Jo110d 
juestej Ud sie “QAaT9 snqd 9] Iso JURIIGeY Jed nuUsADI Np 
NKIATU 9] NO spuow np sked ourginburd 9] yWeuTaTTamMI0R 


LSE TST AEE STEN EE TCL DEY CD DLISTED TLE ESM SEED EI 


1So epeuRD 2] ‘je} U_ ‘oporigd 93109 ap snoo ne g]qnop 
onb snjd yuede juejigey Jed Jo91 op neaatu 2] — opides 
snid ey 919 & onbrwou0d9 oUeSsIOIO Be] NO spuow np shed 
buro sap un,| 919 & epeueD a] ‘o]qenbiewol souruojied 
aun NUSUIeUI B BUUAIPeURD sTUIOU0N, | ‘soguUe 

O¢ ap onbiZojouosys satjoodsiod oun suep s919pIsuoD 


‘UOTINJOAS UOS ap Jodno909I1d 

9S B SILIOAR SINDJVAIOSGO Sap Jo}19UT nod suUSIpeuRD 
JIWIOUOIY, | SP d9T[TeJap osATeue oUN ‘d}x9}U09 39 sueg 
‘Ig[Q09p op joulIed sasoisesap snjd osATeue ouN aINas 
anb sauig{qoid sap quaAnos onbseul yeqojs ndiode un, 


UdIpDUDI ana ap juiod np Ssaduanbasuos 
Janbnuouors IIUDSS1019 Ja UOYDAOUUT 


LET I EEN ON EP EO) 
‘soInotiedns sap, p 

dIQIVU Ud UOTILIUSIIO, Pp 19 SJUR[NUINs op soueIsOId 
Sop uoneidepe ainoj[lowl oun, p Jo oUIeWIOp 90 suep 
sagssnod snjd sayoisyoe1 sop sipusidanua,p spuoj-ustq 
9] Jol[ai Us JUN}9U s}e][NS9I sos onb jnjoUOD sIUULY ‘IsuTe 
10s Ud I, nb oI qIssod jsa [I,nb aipuajus dssie] [[ “IIOA 
-209P Sd] op onbsts d1g11IVd INI] NO souTeWOp sap suep 
IQOUL] IS & SOUIWIIJ Sap d}1DUI sosiInog op suUIeISOId 

3] dInsoul ajjonb suep spueulap as Insane, | ‘OlGYOV, | 
OP SOUILUIOP SI] SUBP JUDANOIII 9S ONS Us sourUy 

sop giiofeur ev] onb 19 sowuay sop & UOTINGIINe Inod 
SagAtasgI JUOS sasInog sep OOT ‘d O¢ onb guuop jue 


“QUUDAOUI PT & OINITIOJUT 

quowonbneuisysds 11819 OJ AYOV Us soururay sap 39 
souUOY Sep UoTeJ9UNUIEI eT onb sIpue} ‘osATeuR,p oguUe 
dIQNUIOp ek] Juepuod suuaAOU kT & SINaTIodns JUSUIIIIS9] 
no xne39 outed ke sosleyes sop usreuses XHAHLVW ue 
129 NqD us sowmuoy say aonb anbipur apm9,| ‘sinoyjie eg 


"SQOUIIOS UD DILIOSUI,S B SOWIUIIJ so] Jaseinoous,p signsnf 
jso [I,nb ouop a[quias [I ‘owo]dIp Ina] asp UONUAIGO, | 
sgide sue burd sinofno} yeusajurew os XAHGHLVW 

19 NAD Uo soululay sop yelieyes osejueAe,] oUTUIOD ‘snjd 
oq ‘owg]dip ins] sp uoTUa}gO,| sgide sue xnop ONS 
uou odnois np sgulojdip say onb snjd dnooneag juateuses 
AHdHLVW 19 NAD Ue sourulay sa] 39 sourWOY saz anb 
Wej I] VpouYD Sasinog auuvsé8 Odd NP INdAvJ Ud JnIsod 
JUIUIZT9 UN SUIUIOD JoI9pIsuOd jnej [I,nb susI[Nos sruUL] 
sanbyytjod sep ana ap jyulod np saduanbgsu0; 


‘JUIWI9ISI] JaUSWITNe oBeURAR INI] NA ‘saT[o 
B juenb “juoreae XHdH.LVW Ue 19 NAD Ua saguigidip 


OYIOIW 


DES SE TSE SST OSE SN RE TE BT TA STS TT a 


£ OLQUINN] ‘7 PUNIOA 


Z asvg 


eee 


soulmay sa] onb stew ‘ONS uou odnols np sensojouroy 
sing] & Woddes red pg6] Ud JUoTeUDIEp sjI,nb yerIeTes 
oSeJULAL,| L861 US oNIed opuLIS US npiod Juareae AH 
-HLVW 19 NAD Ue sgulgidip sourmoy sat anb 1aArasqo 
We} Inayne,| ‘Tojduse,p 19 sopmig,p suTeWOP 2] UOTas soxos 
$9] 9IJUS UONIQUNUIDI Sp 11%99,] BUI99U0N Inb 99 uq 


‘lojdurs | 

Ins so[el[luey souiqesuodsal sop syUdIejjIp sjajjo xne 39 
sjuejud xne jo OSeIIeU Ne ddI] 31eI9 [ated sdura e [rear 
Np SoUsprour, | ‘sIneT]Ie Jeg ‘souTMoY soy Jnod 31819, 

ou a[[2,nb agaaz9 snd dnooneaq i1e19 ‘utajd sdura) v 
lojdure un,p nor] ne ‘jansed sdura} e rojdura un Jadno00,p 
soumulay soy Inod 9y1[Iqeqoid ey onb y1ej 9] ed yuarenb 
-1]dx9,s [eley[es 11e99,| op sourginburo xnoap say uoMAUS 
‘L861 Ua,nb s]QA9I UOeIQUNUTEI Op s}Iv99 Sap asATeUR J 


*soumOY Sop a][90 

B QINILIIJUI }1e}9 SOUIUIDJ Sop UONeIQUNUIDI BT ‘sed 90 
Suep oUIgUI ‘sIeUl - KHAHLVW U2 19 NAD ue sguigidip 
$9] ZOYO QouOUOId suIOW 9] 11e}9 [J] “WorNstferseds ap 
sdureyo so] sno} suep 1.1908 11e}9,S 17899,] ‘/ 86] U_ ‘sou 
-Q|dip ap sodnois sa] sno} suep oulJojIun zasse 31e19 saxas 
$9] OUD [eLIETeS 11899, | ‘pR6] Ue,nb onbiput apma, J 


“SouTeWIOp So] sno} said 

nod & suep sowMIOY sop xndd & SINaIIJgjUI JOS suaAOUI 
sures sinoj 39 [arsed sduta} e stojdura sap 1odn900,p uly 
-NdSPUI dx9S ap sansejoo sinayj aonb sayqudaosns snyjd juOs 
SogUIQ|dIp souIUIa} Sa] “soxas so] o1JUA a[qeIdoidde uones 
-9UNUII Op 1199 UN, p doUASIId eB] DUIITJUOD OpmM9, J 
S8XIS SI] 9.1JUI UOB.AIVUNUIII IP 3.1899, 'T 


‘Telseyes a8eyUeAe Ing] ap 931[e10) onbsaid 

e] npiod yuoreae XHdHLVW U2 19 NAD ue sguig{dip 
soummMoy soy ‘pre} snd sue sto outod e ‘steyAy ‘SUTOUI 
JUDWII|QUVISPIsUOS JUSTeUSeS OLGYOV ue sewoydip 

sa] onb sipue) ‘pg6] Ua ONS uoU adnoiz3 np sonsojouloy 
sing onb snjd JUSUISATVOTIUSIS JUsTeUseS KHdHLVW 
Ud 19 NAD Us soxas xnap sep saulo]dip say ‘suorssayoid 
Sd] oJUS UOTeIgUNUIII op sjIed9 sap ueyd 9] INS 


"soJUessaigjul 10jdura,p saanoodsiod sop jueIJjo 

Inb sourewiop sa] JoJgdol & sjueIpMs so] Jopre e JULSIA 
soInsoul sap anbrtyjod ey e Jo139UI,p a[quyeA ong We1M0d 
[I,nb Jasuod e suUOp UOTsN{IUOD 97}99 ‘InayNe,| UOTIS 
‘sapnig xne InojaI ap juare}9 sjt,nb no yuounsed 1ojd 

-Wd UN JUaTeUa}ap seuO|dIp se] onb wey 9] SOAR 9I9IIOI 
JUSUIDIION 11819 sapmMe sop 19 UOTeULIOJ ev] ap gienb ey] 
op pse39,] & UOORJsIVVs ap xne} 9] aonb ousITNOs Inane "J 


‘ples9 199 & SOWIE sa] Jo soUMOY 
S93] BI]Ue VUSIQ}JIP suNONe WeAIOsSgO,U UO ‘DOSIOS 
U2 19 OIAUDY Ue sguigidip say anb syrejystes snjd 
nad un o1}9 JUsIe|qUIES XHdH.LVW Ue sewordip soy 
‘pie39 190 VY ‘sured sing] op pres9,] & soisetsnoyjua 
sufour dnooneeq stew 1o[dure Ina] ap sjreysies 
SQJ} JUSTIeSIP 9S SQUIQIAIp soy ‘ayeIQUNS UOSeJ oq e 
‘sno] op afqrey snjd 
9] Woddes 9] yuareysyye (QOSIOS) sayetoos saousros 
Ua sguIQ]dip sa] anb stpue} ‘OTAYOV ue ssuIg|dip 
Sop 12 ONS uou odnois np xno ap sams ‘x Hd 
-HLVW U2 19 NAD Ue soug]dip soy zeyo yong snjd 
9] 1119 1Odde1 9] ‘snot19)[N stojdura sa] 19 opmMe,p 
SOUIWIVISOId sa] aud doUSUTIAd Be] op ued nye 
‘Teael] np syoreur 
9] Ins soUaII9dxe Ing] & SI] s}oodse sap ‘juoUIgSTO9Id 
snid ‘19 soummmesSoid sina] op ‘a[quiasua,| suep 
“S}IBJSTIVS SUIOU So] IUSIeI9 (OIGAOV) e80]oIg ua 390 
SINI[NIIZe Ud sguIO|dIp sa] ‘sapmi9,p sautures30id 
Sine] suep sinboe yworeAe s[I,nb JuaMauUONDajIed 
Np [e19ugs snjd o1Q]}0eIe9 Np syreystes snjd juate}9 
ONS uou ddnoiz np sourusay say 39 SoWIOY soy oe 
“soulteisoid sing] e JUaTeyoeyeI 
9s Inb sag[qio XNoIWI d1QIIIeD ap saatoods 
-1ad sap spuloydip soxne soy onb syreystes snjd tssne 
qUdIeI9 ST] “Sone say onb sgaoje snyd urayd sdure} e 
1ojdure ,p xne} sap qusreae (XHdHLVW) enbisdud ja 
sonbneulsyyeul Ud 19 (NAH) sues us sowodip say oe 


:a]dwioxe Jeg ‘awoydip 

Ind] ap UoTUa}qQoO,| side sauuosiad sa] Jed ond9A ddUdTI 
-9dxo,| Ins juepuoj os us oWUIeISOId 99 op 9I10ROTJJO, | 
ap JURSSIIDIUI SSeITe[I UN QUUOP sIUULY 9p 9pNi9, J 


“SOUIW9] Sap & sognqie og Inod sagAJasg1 JOS sas 
-INOQ $390 IP SIIOW BT ‘SddUINS UD 19 SIS UD AILIOSUT,S 
@ s]URIpNg sa] ayouT Inb ypouDD Sasinog auuDvssodq 2 
189 Saja oUa,p oun, J ‘sanbijnueros sour[diostp sap suep 
rastyerogds as & Jaljnonsed us sayueIpnyg so] 19 [e19U93 

Ud SJULIPME SI] JOIOUT B JULSIA SoINSAUI So[[oANoU op 
g0e]d Ua STUI JNO sJUSUIOUIZANOS soy “UTZ 91109 YW “OATIOR 
uonejndod ey e juaustof as nb sonbruyse} sourtdrostp 

sa] suep sowofdip sep guyenb ey onb giuenb ey Jue) Jor 
-Ol[9UIe,p Wop as epeUeD 2] aT[anbe] uojas onpuedas snyd 
ud snjd ap uorutdo,| ap asneo ¥ astidaxue Inj apmg 9119 


"SQUIUIA] Sd] 19 SOUNUOY Sey a]US UOsTeIeduIOS 
gun Issne 21J0du109 asAyeur,| ‘(ONS uo adnois no ati03 
-9189) ONS se] anb soxyne sourewop sop suep ouo|dip 


mee me 
OYOIW 


epeuer’) 


epeueg eujsnpuj; epeued Ayjsnpu| a +i 


8SSE-86IT OU NSSI 
S661 BpeuRD S2d1AJag }9 sjuaMoUUOISTAOIddy sap ans © 


‘asod asaiusap 

D] D 4ajiodad as “uljajjng a9 supp saguuoyuam suoyvoyqnd 
$a] 4ainoodd as ap uodnf 0] Ans spivjap ap snjd 41uajgo 

4nod “I9ZI-166 (€19) nv anaidorgjai 4vd no pO 5-756 (€19) 
no auoydajal avd suoyooyqnd sa] sajnoj Ans sjuawmausiasuad 
Sap 41uajgo nad uc ‘a4jsauis anboyo wv ayqnd 1sa uyajjng aD 


Ima] _nus}qo jo INnb xnao 39 (ONS) sues 19 so[jomnjeu 
SQ0UDIOS US SQUIOTdIP so] : sjURIpNIg,p solIos9}eo xnop 
ap souatiedxa,| 19 opnye.| oredurod Inayne,J “sednooo 
stojdura xne yodde red aousutjied op 9180p uos 
quowlurejou — ondaI uO sjI.nb uoTeULIO} ek] Op pre39,| 

% SJULIPME Sop UOTIORJsIIes Op NVIAIU 9] oJedWIOD sIUUT 


‘TIACI] Np gyoIeU 

Ne 9[099,] 9p UOTJIsUeI] B] Op WUpouT ndsode un JoWUOp op 
inane] & stued UO Inb sjusUIgTa sop sno} JUOS sIQTIeS 
ap sIngep sap jo sepnie,p soummeizo1d sop UOISsoI39I 

op osAyeur | 19 sagdnooel saguUOp ap xnea{qei 

Sa] ‘SaguUOp sep JouUoIdsoxa alg}oRIeD a] ‘sqUaI—d 
SaMO]dIp Sap JuaulaullaYyD Np ask]oUD :]1DAD4] Np apuou 
ND A]ISLAAIUN,] AP UO1JISUDA] D] :YWAINS 9] SO [TeAeI) 

op JuouINDOp UOs ap jo[duIOD 9111) FT “786 US sIONOW 
OP SajOd9 Sap Jd Sd8QT[Od sop ‘soyISIOATUN sap sauO]dIp 
sop sgidne epeued onbnsijeig ap ojgnbua oun,p 

SoQUUOP Sap INs dgpuoj jso osATeUR UOS ‘yegINRTeEDDeq 

Np nesalu ne sguIo]dIp se] Ins jueyO0d spn 

oun,p ‘AIISIOATUA) UOJIeD eI Op Jo epeueD onbrstEIS 
op ‘sul ssoy Jed uoneorqnd ey ooae otyred 

UUOG US d9TQUIOD 919 JURUDIUTeU e OUNDL] 99100 SIV 


‘UOT}ISURI] 93199 JUANIDIIJO 

SUdIPeULD So] JUOP UOSe] ek] Ins syoIOYOeI op xneard 
ap JUIeIso1 set} oIquiou uN,p aonb asodsip ou uo ‘ejao 
Q13[eJI ‘SIA Bs op sajueyodun snyd se] uoNIsueN op 
sopoligd sop oun,| 189 [IeAvI] NP spuoUr ne 9siISJOATUN,| 
ap osessed 9] ‘oureysIaAtun gWO]dIp nesanou 9] Inog 


jwavg 
Np apuoul ND apSsaA1UunN,] ap UuOoWsSUD VT 


°° * JIDADAJ ap JuauiNnIoOp NvaAnou Uf 


FAN SLRS TIO anaynaduor D] INS JaUuLDI asjou aq 


yas Rape ca Renn OT gOS EEO G 96-S66I 4unod JatupualD2 
Jsquaunua S4a1guasgfuod Sap auuDs301q 


Cae a ee Juawassysaaul,] Ja umuny jojidv2 a] ‘aisojouyIal 
D] Ja Sagua19s Sa] ans Kjwg u1avp ap asodxq 


9 eee 8 eS ew yw ee ee ea ole eRe LOFkY@) piajxs ap uouonjpAa aun 
Jkonsnin,,p suoyoi208au sa] Saidv JOIPUOU AILAUNUOD AT 


mE ONO DB rato Sc io adic, bin ayjainyjno0120S uoyvidvpn,] 42198 
/a1sgojouyra} Ja saquaiag 


baa a oh s Get aS OuG it ualpouvd anda ap juiod np saaguanbasuoo 
JanbINUuouor9 aIUDSS10AI Ja UOIDAOUUT 


[Pee tee oe ]IDADA] NP aPUOUW ND afiSsaAlUN,] ap UO1pISUDL] DT 


ary eg DE TANS AS Kac anbyfisng-a1spy uo1sad 0] ap aouDjiodu, T 


OJOUINU AID SUDT 


‘JUSWIIUUOITAUD,| 19 UOTVISTUIUIT | 

‘19BULI}O JUDUIISSIISSAUI,[ PIOANOMAI UO ‘sjo{ns son 

-N& So] WWIeg “dOJOUWIUIOD Ne sofoe}sqO So] INs jo ‘UOTE 
-JUDU9[S9I ] Op Jo SaIQIOUeUTJ SUOTININsUT sap joRdUII | 
Ins Jatnosed ua 39 ‘SddIAIOS Sop 39 SBdINOSSaI Sap sINo} 
-09S Sd] SURP DOIOWIWOD J] Ins jUOIBLI0d s}UsUINDOp sa] 
‘gsAyeue bas PION np onbiisury | 39 onbijioeg-sisy | op 
UOIZ9I BP] aTJUd ddJOWUIOD a] ‘onbiy1[od e] Inod uoIAINs 
ua,s Inb suoneorjdum say Ins aonb oulgur op ‘ayorsyoos 
op souleulop sinoisnid Ins eiojiod souUdIgJUOD eT 


‘sureyooid aiquiadep Z 19 | Say JoANooueA 

B nary eine nb souaJaJUOd 9UN,p oped a] suep 
SONZgI[OO SINI] op UsUTeXd, | B XNLALI) SINI] op sje}[NsoI 
Sd] 19 SUOTIRIEISUOD SIN] JWOINEUINOS sInoINe sa] 
“QYDIOYOOI Vl Op sUINJOA np uoTeIedgid e] JoBIIp ap 

39 yoford np onbiyyuatos apins op ot) e 113e,.p g}da008 
® ‘Jase UOUNS S}SIOAIUA,| op ‘SLUIBAY paeyoRy 
Inassajoid a] “epeued 9] Inod onbiyioeg-aisy 

UOIS9I BI Op aUeSSIOIN soURLIOdUII,| ap suUOT}edI[duII sop 
opmj9 oun sipusidaus.p ayo") Be] saistfetoeds ap o1quiou 
UIe1I90 UN & JUIWIWIO9I QIJUOD & epeURD dIIIsnpuy 


anbifiavg-a1spW u01sad VD] ap aduvj1oduil,'T 


°° * guipyvodd aguasafuo) 


666] auwomy 
€ oN Z JOA 


anbnuouora01INU ayIsaYIad ap uNayNg 


OYOIWN 


CA\ 
Sap e 


The Micro-Economic Research Bulletin 


inlCRO 


Vol. 2, No. 4 
Winter 1996 


Writing the Book on Capital 
Market Issues in Canada 


Industry Canada, in collaboration with the 
Financial Research Foundation of Canada, will 
sponsor a conference in Toronto from January 31 
to February 1 at which the agenda will be the 
exploration of capital market issues. The meeting 
will bring together experts previously 
commissioned by the Department to prepare papers 
on these issues and will provide the opportunity for 
a peer review of first drafts. 


Issues covered by the papers will include the cost 
of capital in Canada, business financing and access 
to capital markets. The conference will pay 
particular attention to Canadian firms' experiences 
and will examine recent financing innovations such 
as labour-sponsored capital funds. 


In their final form, papers presented at the 
conference will be published in 1996 in a Research 
Volume to be edited by Paul Halpern of the 
University of Toronto. 
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AS REALE TS SLO TEL POSE STE ES 
Corporate Decision-Making in 
Canada: Released in Toronto 


The Industry Canada publication Corporate 
Decision-Making in Canada (Research Volume V) 
was Officially released at a book launch in Toronto 
on December 6 that brought together academics, 
government officials, business people and media 
representatives. Prepared in collaboration with the 
Financial Research Foundation of Canada, the 
volume contains 20 papers covering various aspects 
of corporate governance and their relationship to 
corporate decision-making and corporate 
performance. 


On hand to discuss the Volume and its findings on 
corporate governance were Denis Gauthier, 
Director General, Micro-Economic Policy 
Analysis, Industry Canada; Senator Michael 
Kirby; and the general editors, Ron Daniels and 
Randall Morck. Speakers noted that the Volume 
answered a need for research data and empirical 
analysis on many corporate governance issues 
stemming from globalization. 


Adequate corporate governance rules are essential 


This publication is printed quarterly. Information on all 
publications can be obtained by phone (613) 952-5704 
or by facsimile at (613) 991-1261. Specific purchasing 
information can be found on the last page of this 
publication. 


© Minister of Supply and Services Canada : 
ISSN 1198-3558 Zah 


FEB 2 1996 


Canad 


MICRO 


to the maintenance of investor trust and confidence. 


At the same time, a free-market economy depends 
on visibly fair legal and economic systems. The 
Volume concludes that in the global economy, no 
country can afford to make its corporate 
governance laws too onerous since companies will 
seek other, friendlier jurisdictions in which to do 
business. On the other hand it cannot afford to 
make the rules too lax. The challenge to 
law-makers is to establish a balance. 


The papers in this Research Volume make it clear 
that corporate governance in Canada could be 
improved. The general editors contend that "the 
best way for the government to improve corporate 
governance in Canada is to open up the country to 
international competition quickly rather than 
slowly, and to prevent poorly governed firms from 
surviving on subsidies or other government 
favours." 


In addition, the general editors have prepared a 
concluding chapter which discusses a number of 
policy options based on research findings in the 
Volume as well as past research, designed to 
improve disclosure and transparency as well as the 
conduct and accountability of managers in Canada. 
Some of the key recommendations are highlighted 
below. 


Management, Directors, and Boards 

Daniels and Morck conclude that there is little to 
suggest that encouraging greater insider equity 
ownership of Canadian firms would raise share 
values. Further, they contend that Canada should 
continue to require that two public, independent 
directors be maintained on Canadian boards (so- 
called outside directors), but the definition of 
outside director should be strengthened and made 
more transparent so that no commercial link 
between a business and an outside director is 
permitted. 


At the same time, Daniels and Morck believe that 
government should not legislate the number of 


directors on a Board nor should they legislate a 
separation of the roles of CEO and chairperson of 
the board. CEOs, they conclude, should be paid in 
stock options and they recommend against tying 
their compensation to corporate earnings because 
this performance indicator is too open to 
manipulation. 


Director Liability 

Daniels and Morck note the increased director 
liability in Canada in recent years. The rationale is 
that directors must have strong incentives to 
monitor corporate activities and prevent corporate 
wrongdoing. Instead, Daniels and Morck 
recommend that directors be liable to class action 
suits by shareholders for explicitly legislated 
corporate responsibilities provided that the 
directors’ act or omission is the reasonably 
proximate cause of the harm in question. Directors 
and officers that exert a reasonable effort to 
uncover and prevent potential harm to shareholders 
should be protected from lawsuits. 


In Daniels' and Morck's view, the responsibilities 
of directors and officers should be limited to what 
they can be reasonably expected to control. 
Imposing excessive liability simply deters highly 
qualified people from serving as directors. 


Controlling Shareholders 

For political and historical reasons, concentration 
of economic power is the central issue in Canadian 
corporate governance. The primary goal of public 
policy in this area should be the empowerment of 
shareholders and outside directors. The general 
editors conclude that the federal government should 
commence a review of the various federal and 
provincial regulatory initiatives affecting minority 
shareholder rights to ensure that minority 
shareholders enjoy effective and rational protection 
against abuse by controlling shareholders. 


In an effort to further protect minority 
shareholders, Daniels and Morck suggest the 
board of directors of any public Canadian company 
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with a dominant shareholder should be required to 
establish a conduct review committee to approve 
significant non-arm's-length transactions and 
contracts. This committee should be composed 
entirely of outside directors. 


Also, minority shareholders must know when and 
_ how their interests may be threatened through 
related party transactions. Therefore, timely and 

_ full disclosure to all shareholders of all material 
contracts and transactions proposed between 
controlling shareholders, or entities they control, 
_and the corporation should be required. 


Institutional Investors 

Institutional investors (e.g. pension fund managers) 
now control 38 percent of the dollar value of 
Canadian firms and their importance is increasing. 
Daniels and Morck feel that pension plan 
beneficiaries should be given as much choice as 
possible as to how their pension dollars are to be 
invested. Further, they say, the fiduciary duty of 
pension fund managers to the beneficiaries of 
pension funds should be clarified and strengthened. 
Specifically, this fiduciary duty should be to 
maximize the value of the portfolio while 
exercising prudent risk management. 


They go on to recommend that senior managers of 
corporate and public sector pension funds be 
elected by the beneficiaries and that their 
compensation be disclosed to the beneficiaries. 
Daniels and Morck feel that pension funds should 
be run as firms and their top decision-makers 
should have responsibilities and liabilities 
analogous to directors. Further, pension funds 
should disclose information as to the contents and 
performance of their portfolios to beneficiaries on a 
‘quarterly basis. They also contend that Canadian 
mutual and pension funds should be free to invest 
as much or as little in Canada as they see fit. 


Whistleblowers 
Daniels and Morck argue that whistleblowers play 
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a key role in protecting shareholder interests. 
Therefore, they recommend that whistleblowers be 
protected from reprisals. They go on to propose 
that bounties be offered for uncovering wrongdoing 
when public money is involved. They also believe 
that shareholders should be permitted to vote to 
offer bounties in private firms. 


Disclosure 

Some say that the possibility of a takeover 
stimulates good corporate governance. The public 
interest is therefore served by allowing the secret 
accumulation of stock in preparation for a takeover. 
However, in a heavily concentrated economy like 
Canada, the glare of public scrutiny is important to 
ensuring that large investors operate in a 
constructive and responsible manner. Therefore, 
Daniels and Morck recommend that the identities 
and stakes of all shareholders holding in excess of 
5% of the voting shares of Canadian public 
companies should be disclosed. 


The Role of Banks 

It has been argued that North American firms take 
too much of a short-term view and managers are 
too focused on a firm's short-term profitability. In 
Japan and Germany, on the other hand, partly 
because of the participation of banks in corporate 
ownership and management structures, firms can 
take a longer-term view in their decision-making 
and focus on the long-term profitability of the firm. 
For this reason, some have argued that Canada 
should adopt the Japanese and German corporate 
governance systems. However, based on evidence 
presented in this Volume, Daniels and Morck 
conclude that more equity ownership in firms by 
Canadian banks would not necessarily improve 
corporate governance in this country. 


Public Policy Objectives 

Daniels and Morck propose that firms should be 
required to disclose their research and development 
spending. They argue that the required disclosure 
of firms' contributions to such public-policy 
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objectives as R&D spending or environmental 
responsibility is a more appropriate and effective 
course of action than making directors liable for 
firms’ performances in these areas. 


Nonprofit Enterprises 

The nonprofit sector is growing in importance to 
Canada. For this reason, the general editors 
recommend that both the federal and provincial 
governments should establish special advisory 
committees. These committees of professional 
advisors, representatives of various not-for-profit 
organizations, and independent experts would 
review and suggest changes to legislation 
concerning the governance of nonprofit institutions 
such as public service organizations, hospitals, and 
universities. 


Sylvia Ostry Calls on International 
Institutions to Respond to Technology’s 
New Clout 


The growing integration of the world’s economy 
has raised technology to the status of a prime 
mover of economic growth, world-wide. And, says 
Sylvia Ostry, international institutions should 
adjust their agendas accordingly. 


In a new Industry Canada Discussion Paper, 
Technological Change and International Economic 
Institutions, Dr. Ostry notes that integration has 
resulted in the development of an expanded list or 
“template” of international policy issues including 
some that were previously categorized as 
"domestic" issues. The main driving force in this 
process, and itself a prominent item on the list, is _ 
the Multinational Enterprise (MNE). The MNE is 
the primary agent of deeper integration and 
globalization of trade, investment and technology. 


Systems Friction 
Another characteristic of the new template is its 
shift in focus from trade barriers of the border kind 


to structural impediments related to domestic 
market systems. As a result, Ostry notes, there is 
building pressure for harmonization of domestic 
market systems, many of which are in a state of 
friction. 


In response, she proposes a number of specific and 
feasible policy initiatives that could be taken in the 
OECD and WTO. In addition to reducing frictions, 
these would spark a process of ongoing, 
incremental change. The end product would be a 
global trading system, more suitable to the new 
world of deeper integration than the present 
version. 


Tracing the history of globalization and deepening 
economic integration since World War II, Ostry 
identifies certain influences that have helped to 
globalize both investment and technology transfer. 
One was Japan’s challenge to U.S. dominance in 
technology intensive sectors. Another has been an 
increase in intra-industry and intra-firm trade - a 
trend which has stimulated competition and 
innovation. A third has been a veritable explosion 
in strategic technology alliances. 


“Technoglobalism” and “Technonationalism” 

In this process of globalized technology transfer -- 
or so-called “technoglobalism” -- one transferee is 
"tacit" knowledge -- a term that encompasses, 
innovative forms of coordination, production 
control, and marketing ideas. 


This migration of knowledge has placed an 
increasingly higher premium on innovation and has 
stimulated increasingly fierce competition among 
countries. As a result, major industrialized 
countries have adopted policies aimed at stimulating 
domestic innovation -- in a process she calls 
"technonationalism". 


Ostry suggests specific initiatives that could be 
undertaken in the WTO to improve the Uruguay 
Round Agreements in areas related to technological 
change. They deal with three main issues: R&D 
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subsidies; government procurement; and 
intellectual property rights. 


R&D Subsidies 

In this area, there is considerable untangling to be 
done starting at the basic level of what words 
mean. For example, what exactly is a “permissible 
subsidy”? To sort out such disputes Ostry suggests 
two responses. First the world community should 
try to arrive at a precise and analytically rigorous 
agreement on definitions, building on work already 
done by the OECD. Second, she proposes the 
formation of an expert group that could be used to 
settle disputes. In Ostry's view this would at least 
promote constructive debate between countries and 
could very well bring real progress towards the 


harmonization of subsidy practices. 


_ Government Procurement 


On government procurement of high-tech goods, 


_ Ostry proposes the establishment of an 
international performance centre to include 
_ government and business collaboration. 


Intellectual Property Rights 
In Ostry's view, there are good and urgent reasons 


_ to pursue consistency in intellectual property rights 
_ regulations, not the least of which is the need to 
_ reduce transaction costs. Here too, the world 


community would not be starting from scratch. The 
Uruguay Round made significant advances in this 


_ area by establishing comprehensive standards for 


domestic intellectual property laws and rigorous 
provisions for enforcement and dispute settlement. 


_ Turning to policy options for the OECD, Ostry 


places the following issues high on the agenda: 


| @ measures to lessen strategic dumping, a 


practice of subsidizing exports through 
higher home prices sustained by collusive 
price behaviour and a protected home 
market; 
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® launching a project in which policy experts 
and statistical agencies would explore ways 
to collect data and improve information on 
transnational R&D alliances; and 


e negotiations within the OCED aimed at 
harmonizing membership rules for R&D 
consortia. 


Ostry concludes with a note of concern about the 
present status and future of basic research. Pressed 
by strong competition and an inability to find out 
what rivals are doing in research, is driving more 
and more companies and governments out of the 
business of basic research. Ostry thinks the OECD 
could help counter this trend by encouraging more 
cooperation and coordination. 


Ostry's final point is that institutional reform tends 
to lag developments in the real world and that it is 
happening again in our time in relation to 
technological change. She believes that to close the 
gap will not necessarily require new institutions but 
changes in the existing ones - notably the WTO and 
the OECD. The initiatives she proposes could 
heighten the importance and understanding of the 
pervasive influence of technological change on the 
international economy. 


Science and Technology: Study Looks 
at University-Industry Collaboration 


The notion that domestic industry should benefit 
from university-based research and expertise has a 
long history in Canada. In Industry Canada’s latest 
Occasional Paper, The University-Industry 
Relationship in Science and Technology, Jéréme 
Doutriaux and Margaret Barker throw new light 
on this issue with an updated picture of 
university-industry (U-I) relations in Canada. 


Standard indicators show that the quality of 
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research effort at Canadian universities is high and 
has a respectable international profile. Yet, the 
overall propensity of Canadian business to locate, 
adapt and assimilate new ideas and technology is 
low. This leads to a lower probability for 
innovation and growth in Canada. 


Would a strengthening of university-industry links 
improve this picture? Yes, say the authors, for two 
reasons. First because, as studies of the 
socio-economic impact of university-industry 
linkages show, university research and 
development and U-I linkages generate a high 
social rate of return. Second, because Canadian 
universities perform a large share of domestic 
research and development and because Canadian 
firms are not, on the whole, highly innovative, the 
efficient transfer of technology to the domestic 
market has special importance in this country. 


The authors note that industry sponsorship of 
university-based R&D in Canada is on the rise and 
that there is a growing tendency of firms to use 
universities for their research needs. However they 
underline that this applies mostly to large, R&D- 
intensive companies in Canada. For the most part, 
Canadian small and medium enterprises (SMEs) do 
not avail themselves of the technology and ideas 
coming from the universities. It is important, they 
say, to find ways to increase these linkages. 


To do this, Doutriaux and Barker examine the 
literature on the place of U-I collaboration in 
regional economic growth. The authors find that 
studies of fast-growing, high-technology regions 
have shown that even if universities are not a direct 
causal factor, they are certainly one of the catalysts 
for effective regional economic development. 
Successful innovation-based regional growth 
depends on the existence of a number of conditions 
conducive to university-to-industry and firm-to-firm 
communication. In passing, the authors lament, 
however, the absence of studies on the impact of 
Canadian regional organizations on U-I interaction 
and local economic development. 


Doutriaux and Baker also review government 
programs that exist to encourage 
university-industry working relationships. 
Governments of OECD countries have been 
engaged in this kind of activity since the 1960s; and 
have intensified their efforts over the last decade. 
In Canada, federal and provincial governments 
have developed programs to promote U-I 
relationships in science and technology. 
Matching-fund programs launched in the 1970s and 
1980s were mostly geared to the needs of large 
corporations which looked to the universities for 
basic and pre-competitive research. The newer 
federal and provincial programs seem to meet the 
needs of high-technology SMEs better and are 
taking a more broad-based approach. For instance, 
they make more use of electronic networking tools 
and are characterized in some regions by an 
emphasis on colleges. At the national level they 
include a Canada-wide technology extension 
initiative (the Canadian Technology Network). 


Managing the Relationship 

Doutriaux and Barker also examine how to 
manage the U-I interface, focusing on three areas: 
teaching and training, research relationships, and 
the role of organizations that promote U-I 
collaboration. They conclude that university and 
college industry liaison offices or ILOs, which are 
becoming more prevalent in Canada, help to foster 
U-I linkages and technology transfer. A well-run 
office appears to have a significant impact on the 
commercial activity generated by a given 
university. Other intermediary organizations, such 
as networks, consortia and regional economic 
development organizations also have critical roles 
to play in local U-I linkages and technology 
transfer and diffusion activities, and SMEs find 
them more approachable. Local economic 
development, including the forming of U-I links, 
appears to operate effectively when organizations, 
including ILOs, co-ordinate their activities and 
complement one another. The most effective 
technology transfer and diffusion activity seems to 
take place where the initiative arises locally. 
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Doutriaux and Barker conclude that basic 
research should continue to be adequately 
supported at universities. Research excellence was 
reported by firms and ILOs alike to be one of the 
primary factors underlying technology transfer and 
the supply of personnel to industry. Further, given 
that industrial sponsorship of university-based R&D 
is on the rise in Canada, it is critical that sufficient 
resources be available to improve statistics and 
analyze this phenomenon. In addition, the policy 
implications of this trend, such as the impact on the 
free exchange of knowledge, should be thoroughly 
explored. 


Topics for Study 

The authors observe that the topic of U-I relations, 

despite its importance, has not attracted much 

scholarly interest in Canada. To fill the gaps in the 
knowledge, the authors suggest research in the 
following areas: 

e estimations of the social rate of return of 
U-I links in Canada, with attention to the 
probable differences among industrial 
sectors and geographical regions; 


analyses of the role of the higher-education 
sector in regional economic growth in 
Canada, using a case-study approach to 
generate role models; 


determination on the extent of, and trends 
in, industrial sponsorship of 
university-based R&D in Canada; 


e analysis of the relationship between 
university training activities (traditional and 
externally oriented) and the cultivation of 
U-I linkages, across all sizes of firms; 


@ investigation of the commercialization 
activities of Canadian ILOs at universities, 
related research institutes, technical 
institutes and colleges, including the 
development of standardized measures; and 


® exploration of the economic benefits 
generated by university spinoff companies, 
including testing the notion that such 
companies are building technological 
receptor capacity in Canada. 
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Trade and Globalization Don’t Hurt 
Wages: Paul Krugman 


On October 4, the noted American economist Paul 
Krugman was the featured speaker in Industry 
Canada’s Distinguished Speakers in Economics 
Series. In an address to department staff entitled 
Trade and Wages, Krugman took aim at those who 
argue that there is a close link between 
globalization, growing trade, and declining wages 
in industrialized countries. 


On the relationship between trade and aggregate 
incomes, Krugman said that international 
competition has not been a major drag on aggregate 
real incomes in advanced countries and asserted 
that this position is solidly supported by readily 
available data. Krugman also considered it 
unlikely that competition from the newly 
industrializing economies would depress incomes in 
the future. In the OECD countries today, exports to 
newly industrializing countries are a small fraction 
of expenditures - less than two percent. Thus, even 
a large deterioration in the relative prices of goods 
exported from the OECD would have small impact 
on real incomes in these countries. 


Nor, says Krugman, can redistribution from 
labour to capital have played a large part in the 
decline of wages. For example, there has been no 
rise in the share of capital nor a fall in the share of 
labour in the national income of the United States. 
He did not dismiss the possibility that capital 
mobility might reduce wages in the future, but he 
suggested that the size of the capital flow required 
to cause this decline would seem to be implausibly 
large in practical terms. 


nn eee eee et SP 


Winter 1996 


Page 7 


MICRO 


Deindustrialization and Wage Declines 
Krugman was also skeptical, but did not dismiss 
outright, the theory that trade-induced loss of 
high-wage jobs or “deindustrialization” has had 
much to do with wage declines. He argued that 
with the economic models he has been able to 
construct, the negative impact of trade is well under 
0.5 of one percent. He concluded that while there 
might be a grain of truth to the hypothesis that 
deindustrialization has led to declines in the wage 
rate, it is just a grain. 


In the case of arguments pointing to a skill 
premium, Krugman again noted that trade between 
the OECD and the newly industrializing countries 
is still not a very large share of OECD GDP. 
Ultimately, therefore, declining wages cannot be 
created by skill differences. 


Krugman was highly critical of commentators who 
blame declining wages on rising globalization and 
world trade. World demand, he asserted, is not a 
given. Therefore, the arrival of new players on the 
world market does not necessarily hurt those who 
are already there. Krugman, who developed his 
rebuttal on the basis of four separate economic 
models, noted in closing that it is exactly when the 
conclusions produced by our economic models 
surprise us, that economic theory is most useful. 
Regrettable then, in his opinion, that so many 
prominent economic commentators have chosen to 
ignore the economic results. 


Baldwin and Bernstein presenters in 
Distinguished Speakers Series. 


Why do firms innovate and what impact does it 
have on competitiveness and industrial 
performance? Research into these and related 
questions have occupied much of the agenda of the 
Micro-Economics Directorate of Statistics Canada. 
In September Dr. John Baldwin of that office, 
presented some of his findings in an address to 


Industry Canada employees in the Distinguished 
Speakers in Economics Series. 


Overall, Baldwin says, research indicates a positive 
relationship between innovation and economic 
success and he reported evidence of a link between 
innovation and dynamic industry change. Baldwin 
also reviewed various complementary strategies for 
growth being used by innovative firms and 
explored the connection between innovation and the 
adoption of advanced technologies. He concludes 
that while technological innovation helps to fuel 
growth; it isn’t the whole story. Successful firms 
are inclined to break new ground in technology but 
also often have strengths in other facets of business 
activity as well, particularly in human resource 
strategies. 


In October, Industry Canada welcomed another 
Distinguished Speaker, Professor Jeffrey 
Bernstein of Carleton University. Bernstein 
presented a conceptual framework linking research 
and development (R&D) to knowledge creation. He 
also highlighted some results from his considerable 
work on the role of R&D investment in stimulating 
productivity growth and improving living 
standards. 


According to Bernstein, the impact of R&D shows 
up in the measurement of productivity (TFP) 
growth by way of its direct effect on efficiency 
through scale economies or through indirect 
spillover effects. In the case of Canadian 
manufacturing, Bernstein estimated that two effects 
— R&D spillovers from the domestic 
communications equipment industry (9%), and 
spillovers from U.S. manufacturing (75%) — are 
largely responsible for much of long-term 
productivity growth. Bernstein's work points to the 
significant influence of international R&D 
spillovers, particularly from the United States to 
Canada, on Canada's productivity performance. 
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FROM THE COMPETITIVENESS NOTEBOOK 
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CANADA AND APEC ECONOMIC INTEGRATION 


Distribution of Canadian Merchandise Exports and Imports by Distribution of Canadian Foreign Direct Investment 
Region, 1980 and 1994 Stock by Region, 1980 and 1994* 


Imports 
Inward Outward"* 


So ea 
Se Sees 0 
= Asian Non-Asian Asian Non-Asian 
A 7 eee | APEC APEC World APEC APEC 


i .. Be & ee = ome je pss) Vasey * preliminary data. 
Asian Non-Asian APEC EU Restof Asian Non-Asian Rest of ** 1992 data. 
APEC APEC Word APEC APEC Word 
Source: 1980 data Industry Canada compilations using various sources. See “Foreign Direct 
Source: Industry Canada compilations using various sources. See "Foreign Direct Investment and Investment and APEC Economic Integration", APEC Economic Committee, June 1995, Appendix B 
APEC Economic Integration", APEC Economic Committee, June 1995, Appendix B for details. for details. 1994 data from Statistics Canada, Balance of Payments Division. 


@ APEC, the organization for Asia-Pacific Economic Cooperation, especially the Asian part, is the 
most populous and most dynamic region in the world today and has huge potential for continued 
growth in productivity and income. As such, it represents a huge potential market for Canadian 
products. 


@ Intra-APEC investment and trade linkages are strong and growing. Over half of the total APEC 
direct investment stock has been sourced internally. Over the 1980s, the share of intra-APEC trade 
in total APEC trade rose from 58% to 70%. 


@ Between 1980 and 1994, Canadian exports to APEC countries rose from 74% to 90% of our total 
exports, while imports from APEC countries rose from 79% to 84% of our total imports. The 
lion's share of our trade is with the United States. Our exports to Asian APEC countries actually 
declined marginally from 9% to 8% during this time period. Our imports from Asian APEC 
countries, on the other hand, almost doubled from 7% to 13%. 


© Canada's investment linkages with APEC countries declined slightly between 1980 and 1994. This 
was caused by a fall in the share of investment going to and coming from the United States. The 
importance of Asia APEC as a home country of FDI in Canada and as a host for Canadian direct 
investment abroad increased between 1980 and 1994. Asian APEC countries accounted for 6% of 
the FDI stock in Canada by 1994, while 7% of the stock of Canadian direct investment abroad is 


now located in these countries. 


© Canada's trade and investment linkages with Asian APEC economies are growing very fast, but 
from a small base. Hence, there is considerable scope for Canada to strengthen its commercial 


linkages with these Asian economies. 
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PUBLICATIONS 


RECENT RELEASES 


Industry Canada Research Volumes* 


Corporate Decision-Making in Canada 


Industry Canada Working Paper Series 


No. 5 - Steppin’ Out: An Analysis of Recent 
University Graduates into the Labour Market, 
Ross Finnie, May 1995. 


Industry Canada Occasional Papers 


No. 10 - Endogenous Innovation and Growth: 
Implications for Canada, Pierre Fortin and Elhanan 
Helpman, August, 1995. 


No. 11 - The University-Industry Relationship in 
Science and Technology, Jér6me Doutriaux and 
Margaret Barker, August, 1995. 


FORTHCOMING 


Industry Canada Research Volumes 


The Implications of Knowledge-Based Growth for 
Micro-Economic Policies 


Industry Canada Working Paper Series 


No. 6 - Measuring the Compliance Cost of Tax 
Expenditures: The Case of Research and 
Development Incentives, Sally Gunz, Alan 
Macnaughton, and Karen Wensley. 


No. 7 - Governance Structure, Corporate Decision- 
Making and Firm Performance in North America, 
Someshwar Rao and Clifton Lee-Sing. 


No. 8 - Foreign Direct Investment and Economic 
Integration in the Asia-Pacific Countries, Ash 
Ahmad, Someshwar Rao and Colleen Barnes. 


Industry Canada Discussion Paper Series 


No. 2 - Technological Change and International 
Economic Institutions, Sylvia Ostry. 


No. 3 - Canadian Corporate Governance Policy 
Options, Ronald Daniels and Randall Morck. 


Industry Canada Occasional Papers 
No. 12 - Technology and the Economy: A Review 


of Some Critical Relationships, 
Michael Gibbons. 


No. 13 - Management Skills Development in 
Canada, Keith Newton. 


A complete list of Industry Canada research publications and information on all publications mentioned above can be obtained from the Micro-Economic 
Policy Analysis Branch, Industry Canada, 5th Floor, West Tower, 235 Queen Street, Ottawa, Ontario, KIA OHS, telephone: (613) 952-5704, 


facsimile: (613) 991-1261. 


*Research Volumes can be purchased from the University of Calgary Press, telephone(403) 220-7578, fax 1-800-668-0821. 


"1Z80-899-008-T : Inaidosgian *g/¢L-07Z (Ep) : suoydgtg ‘ssarg AreB[eD Jo Aisr9Auy : & Jassoipe,s “ayssayse1 ap sjusuINdop sa] Jaind0Id 9s INog x 


“19TZI-166 (E19) : anardoogiay “pOLS-7S6 (E19) : suoYdaIaL “SHO VIN 


(Ol1BUO) EMENOC “UsENd aM “¢Ez ‘Isono INO], ‘a8eI9 ,¢ ‘epeUKD sINSNpuy “anbruiou09-o101w asAyeue,| op ajer9u93 uonselIg eb] IdAe JUeNbTUNUTWOD 
U9 SNSSep-19 SPIZUINUD $2119 Sa] INS sjuoWUSIeSUaI Sap Jo EPeURD sNIsNpUT,p eyo1eYde1 Bp suoNeot{gnd sop a19]dur09 3)s1] aun amuajgo jnad uO 


ss eee 


"UOIMIN YWOY ‘opouvy nv saipvI 
Sap Saduajaduod sap juamauuoysafiad aT - €T oN 


“suOgID [aeYyoI| ‘sanby119 suoynjas sauimjsad 
ap UaUIDXY -anluouoda Ja a1sojouyra - Z1 oN 


9119S-S1OY SJUIUIMIOP ap 1.19 


"YOIOY [[epuevy 39 sjarueq preuoy ‘ppouny 
ND SaJa190S Sap 18a D] Avd asod Yap aT - € oN 


‘ANSQ 
RIATIS ‘Saypuuoyousaju1 sanbnuouosa suoynyysu 
Sa] Ja anbigojouydaj Juawasuvyo aT - 7 oN 


epeuers 
dLIJSNPU],P UOISSNISIp sp syUIUMIOp ap dL.19¢ 


‘souleg Ude][OD 

Jo OY IeMYsOWOS ‘peuyY ysVy ‘anbifiovg-aisy 
uoisad BD] ap Skod sap anbnuouoda uo1v4s89jul, 
Ja J2adIp AASUDAJA JUBWASSYSIAU1, J - 8 oN 


“BUIS-99T UOYI][O 39 ORY IeMYSIWOS ‘P1ON 

np anbisauyp ua Sasisdadjua Sap Juaulapuad a] Ja 
uoisiJap ap asiid D] ‘a18ad AP SAANJINAJS SAT - L oN 
‘Ag [sua Use yy 

30 ‘uUOIYsneudey UeTY ‘ZUND ATVs ‘7uawaddojaaap 
- IYIAIYIAL VD] V SJUD[NUYS Sa] :sajvosLf sasuadgp 
XND 91] UONDALASGO, Pp NOD NP aAnSaul VT - 9 oN 


epeues 
ILSNpuU],p [[VAv.1) ap SJUSUINIOP ap ILI 


SIDUDSSIDUUOD Sa] ANS agsvqg 
aoupssio412 0] ap Sjaf{q :sanbimwouosgo4n1u sanbyyod 


epeue. oLIsnpuy,p dYyo.10yIe.1 ap syusWNIOG 


AULIVAVd ¥ 


S66] JOY ‘IoyIeg JoIesIepy 
39 XNeIINOG BWOIEL ‘aIsojOUYIaI Ja SADUaIIS 
Ud ALISNPUI-AJISABAIUN SJLOdADA SIT - TT oN 


"C66 INoOR ‘ueWdjay ueuRYlY_ 19 UNIO4 

Q11aIq ‘uaippun2 ana ap juiod np saguanbasuog 
/QIUDSSIOAD Ja AUaSOPUA UOYDAOUU] - CYT oN 
JLI9S-S1OY SJUSUMIOP IP I1.19S 

"S66 Teul ‘oTUUl.y ssoy ‘s7UaI04 

saumojdip sap juamaunuayo np ask]DUuD :]1DADA] 


Np apuoul ND afISsaAlUN,] AP UONISUDA] VT - S oN 


epeurs 
dLISNpuUy,P [eAe.1} op SJUaWMIOp ap al-19$ 


ppvuvz nv sasiidadqua sa] Sup uo}s12gp ap asd VT 


,BPpBULD ILISNPUT,P ayd1eyooJ1 ap syueumMs0q 


SAINAIAY SNOILAXIVd 


SNOILVOIT#&Ad 


ee ———EE—=a 


[I a80g 9661 4aA1H 


‘sonbneise sXed say dav XNEPIBUNUOD sual] Sas JaIIasseI Vp epeUeD 2] INOd sazTIqissod sasuaunUTp 
ouop e Ay] ‘yedap ne sayqrey saa} Juatey9 s]I sreur “uowoapides sai] JUSTJISUD}ULS JUBWassNsaAuL] 
ap 32 soraUNUIOD Np uR]d a] Ns DAqy ep senbyeise samuMOUOdY sa] DAR EPEURD Np sual] say] e 


‘sked sao suep JueuaqureW aAnoxjal as 19dUeI}9,] F oIIP UsIPeUeD JUDWASsNsaAUt] 

2p OO ‘d zZ ap uonsodoid aunnb sipur} ‘p66] Ue epeuKD Ne pap rasueTg JUIWEssNsaauLp YO0}s 

np OOT ‘d 9 nod quareuamsaqut DA gy, ep sanbnerse shed soy “F661 1° OS6I BUS onde js9,s JosUeNI] 

e PaIIp UaIpeued JUsWassNsadul| ap [Iencoe,p shed suWOd 39 epeueD Ne Porp JosueI9 JUSWassT)saAUL] 

ap aursu0,p sKed aunuos aq gy] ep sanbnerse shed sap soueyzodw] ‘stud)-s}eyq sap sdueuadoid ua ja 

uONDaIIp Us JUEWIassfsaAuL] op qed e] ap assteq oun ¥ aTGENqINe Isa BoUEpUAI BNI “P66I 32 O86 BNE 
nad onbyanb sayorye quos as yuauassnsaauty op ued a] Ins DAV] ep shed say Jaae EpeueD Np sual] say] e 


‘ool ‘d €1 & Z ap quessed ‘saguue sao ap sinoo ne g[qnop onbsad yuo D_Aqy\I 9p 

sanbneise shed sap aoueuasoid ua suoneyoduit sou ‘axjuoo reg ‘aporigd 93320 Juepuod [ej0} np Qo] ‘dg 

& 6 ap quessed ‘ayeursrew uodsey op gnunurp yey us UO O_qy) ep senbnerse shed say sia suoneysodxa soyy 

"STUQ-SIEYT $2] DAC We} 9S VdIVVIWIOD ajOU ap UOT] Np yed eT ‘saye}o} suoNeyodun sou ap QOT -d H8 & 6Z 

ap assed inod ayuaw8ne yuo Dqgy, ap shed sap sgidne syeype sou anb spur} ‘saye}0) suoneyodxa sou ap 
OOI 4 06 & FZ ep sogssed quos DIY, ap shed sa] siaa souustpeued suoneziodxa sz] ‘F661 1° OS6I ANUA e 


‘O01 “4d OZ & 8S ap aassed 3s9 OFdVII 

ap [e10} sd.JaUTWWOD Np uoNsOdod usa DA JY] ep neW9IUL] ep JUeUaAOId sdIaUTUIOD Np Wed Fe] ‘Og seguUe 

sop sINOD NY “IMI1I19}UL] op oITeEUIsIIO so DAJY|] 2P eIIp JUSWsstsaAULp [e}O} YOO}s NP gIow ey] op 
Sng ‘UsTPISUs}UTS Ss] Jo Sopljos yuos JAdViI 2p MoIWg}UTL] e XNCTOIBUIUUOD SUdT] So] jo SJUSUISSTISIAUT SOT e 


‘suatpeues s}mpoid ap suoneziodxa sa] znod auroug gyorew uN anyNsUOd 

a]]2 ‘879 99 Y ‘Nuesal np yo gyWANoNpord e] ap snusynos aouessioID ap vsusWUTI JatU|}0d UN Issne apassod 

aqja ‘anbrweudp snjd e] 3a asnandod snjd ey ‘ayjanqoe emau e Ise mb spuow np uorSaz ke] sa ‘anzed yO] 
ua inb sanbnerse sXed say quaunuejou ‘(D4 gy) enbypeg-aisy enbnuouosg uonesgdoos ap uonestuesi0,J e 


, squsweled sep e2ug|eq Q eoIpuedde "S661 UIN! ‘D3di¥J EP eNbiWIOUODE gWOD ‘« UOgeIGeyU| D1WOUDDZ D3dy PUe jWeURSeAL| }2E/I9 
2] ep UOISINIG ‘epeued senbasgeis ep Se9J9 JOS PHBL EP SepUUOP Se] g e21IPUEdde 'SEBI UIN!'D3dV U6jeJ04 » JIOA ‘suo|siogad ep snd INOg ‘SedsNOS SeSJeAIP Ep JeUEADId SUOE|IdWOD 'epeUeD ELYSNPU| : eDINDS 
©P ENbIWOUOIE EWOD ‘« YOReJFeW IWOUIZ DI3dy PU JWOUNSEALI PeJIG UBIEs04 » JIOA ‘SUOISIDgId b: 
9p snjd sNOg ~SB2INOS SESJEAIP ep WeUEADJd SUONE}dWO? ‘epeUBD ELISNPU| ‘O86L EP SEQUUOG : e2uNDS Dacvie 
senbaeise D3dv/ @p 
7661 8P SeQUUC ,, sendaese 
SosIeUIWII9Id SEQUUOG , ivi 
D3dvs 0p O3dv ep 
eonbaees I30v, ep sendanse D3dy ep 
bree 


vou wenbaewe 
weg 


bh zy 


Te IT) resi veers P6619 08613] 


ri e6sjusonod UZ eSeiueqnod uz 
»uoneunseg souBusnosg suonepoduy) suonByodx3 


«V66L 19 O86 ‘UOIeuIlsap je soueUaAOId ‘epeued ‘uOIbe! v661 19 086} ‘uO!Ge, eB] UO|as SoUUa!|PeUeD SesipUueYyoeEW 
2] UOjas 186ue1}9 JOaJIP JUaWASSI}SAAUI,D YOO}S Np UOIWeday ap suolyeyoduu! sap ja suoneyodxe sap uonieday 


OAdV'T Ad JAOWWONOO” NOLLVYDALNIT LA VAVNVO AT 


ALTATLILATWO)D VI YAS LANYVO AUXLON Ad 
5 SERB ER BTR STS aa ST SS a 


b OAQUINAT *Z QUINOA 


OL 28g 


Sane 


“QuuaIpeuRrs 

SIWOU0DY, | 9p gANNONpold ey] ap souvutojs1ed 

PR] Ins ‘epeued J] SI9A SIUP)-S}eIq SOP JUOWTUIe}OU 
“g[euOIJeUIOIUI G-y Pk] Op soaquioja1 Sa] Jed 99019x9 
3}URIOdUI SoUdNTJUI, | Jol[o1 Ud JUd}}9U UIE}SUAIg 
Op XNVALI} SOT “OULIA} BuO] & a}ATONpoId ev] op 
JOURSSIOIO BT ap Sayqesuodsa a1j1ed sug US JUOS 
— (OOT ‘d Sz) ouresti9We sIgIINjOvJNUeW IIIVSNpUt | 
oP seequIOjal Say 19 (OOT ‘d 6) SuoTeoTUNUTOS 

OP [AalJg}eUI NP s[edO] SINSNpul,| & serqenqline 

C-¥ &] ap seaquiojal sa] - sjajja xnop anb gynoyeo 
B Uld}SUNg ‘UdIpeUuLd IJoLINjJOeJNUeU IndjOes Np sed 
BJ] SUB ‘SdJDDIIPUI S99qUIOJOI Sep B NO aT[ayo9,P 
SOIWIOUODS Sap B s[qenqliyje IOUSTOIJJO,] Ins 


JOOIIP JoJJo UOS ap steiq af Jed (4Lq) stAnonpoid 
P] OP 9OULSSIOID L] Op aINSaUWI ek] Op NedAIU Ne INUAS 
NEI IS -Y LP] op Vousproul,] ‘ulaysuseg uojes 


‘OIA Op NedAIU 

Np WoNesolgwe | & 39 91ANONpoId e] op aouesstos9 
eT & wodde ing] 19 G-Y Ue syusWAssNsaAuI 

S9] INS XNVAPI] XNIIQUIOU Sas ap s}eI[NSI 
SUI¥]II9 JOI[SI UD SIUI Issne & |] “soouURSsIeUUOD 
op UoNesI9 eT & (G-y) JUoWIEddojaagp 

9] 39 BYSIIYIEI eT Weljor nb jamdaou0s 

eiped UN gIUss9Id & UEISUIIG “UO0JaTIeD 
SUSIOAIU() | OP “Ulajsuteg Asijjer Inassajo.d 
Np suuosied ek] ud JUaUIUT JaIOUDIEJUOD one 

UN I][londov Issne & epeURD s1IjsNpU] ‘91qG0}90 uq 


“SoUIvUINY SddINOSsaI Sap UOTIsNs 

9P SAIdIv.I}S So] JUSUIUTLIOU ‘saIe]Je sap o1INpuod 
BR] Op sjoodse sone ,p suep oustureUAp ap 3819 
JUSANOS Issne jUOJ SoT[o seu anbisojouyse} ueyd 

3] INS SOIQHUOIJ SdT[2ANOU op IyouRI B VOURpUd} 
yuo soigdsoid sastidanua say “uoNelgpisuos 

ua slid 9139 JUSAIOp s}oodse sane ,p ‘aouURSsIOIO 

B] Jo[NUs ap jotwsod anbisojouyse} uolyeAouut | Is 
ouigu ‘anb njauos e [J ‘a}UI0d ap sarsojouyoe) op 
uondope, | 39 UONeAOUUT, | a1jUd J1odde1 a] gsATeuR 
B [I 19 SOdIIJBAOUUTI SastidauUa sa] Ied sogstpyN 
QOURSSIOIO B] INS S9dXP SdITeJUIUIQ|AWIOD soIdg}eI}S 
SOSIDAIP QUIWUEXA ISsne & UIMpleg ‘o1JISNpul,| 

ap anbiureudAp uolNfoOAg oun 39 UOT}BAOUUL | 

aud Ul] UN, p 1e}9 yUOFJ sanbrsIdure soguuOp 

sap ‘snjd ap ‘anbrurou0dg ayIssned eB] 19 UOTBAOUUT | 
gua jutsod yroddes un ajstxa [I ‘a{quiasua, | 

suep ‘anb onbipur syor1aysel ey] ‘UIMpeg UojaS 


‘SJUDUIUI SISIOUDIQJUOS 

Sop sUIUIeISOIg NP dIped 3] Suep epeueD 
JIIISNpuUy,p JouUOsIed ne saysIYyseI sas ap s}ej[Nsg1 
sureli9o gjUuasoid & ‘UIMpleg UYyor ‘UOT}Da1IG 

91199 op Juejuasgidal un ‘Io1UIOp a1quisjdas 

uq ‘epeuerd onbysnejg ev sonbruou0s9-o191UI 
sapm9 sap uorjderIG Be] Jed stidanua syoIayoel 

ap sumues3oid np onsed oui oun Juajuasgidal 
saxouuod sjafns sap 39 suonsenb sad ins juejiod 
soyoroyool sad {Se[[alusnpul soueuojiad ey 

12 sANNedu0d ke] Ins suguIOUgYd 99 ap sdUEPIOU!,| 


OYXYIOIWN 


6 280g 


9661 4941H 


4S9 a][anb 3a sajja-jueAouu! sastidayue soy 1onbinodg 


sjuaunua S1a19Uuasafuod 
Sap aunq1y DV] Dv Ulajsusag Ja uIMpjvg 


‘sanbrulou0d9 $}e}[Ns9I $90 I91OUSI,p 

ISIOYD JUSTE SONbIWIOUNDY SINd}eJUSUIWUOD op 

QAQ]9 Issne sIquiou UN Nb ‘sIAv UOS zB ‘aTqQu}IOISOI 
Quop so |] ‘a]tn snd ey] sa anbrwou0d9 a1109y) 

er] anb Juauuaidins snou sanbiwiou0s9 sayepoul 

SOP S991] SUOISN{IUOD saz anbs1o] yUaUIgsIOgId 

3so,9 onb 9uaijnos ke [I ‘UOIsn[OUOD op osIns ud 
‘syuesoddo sas ap sasey) say JaInjo1 Inod sgstjVN & 
[I,nb s}ounstip sonbrurou0s9 sayapowl aajyenb jurod ne 
SIW & UBUISNIY “jINdIID a] suep efap yuos Inb xnoo 
B aquloipnfoid yuoulotessao9u sed jso,U o[eIpuoU 
QUQOS PI INS SJUCUDAIOJUI XNVIANOU Ip I9ALLIV, | 
‘yuonbgsuod Jeg ‘alieuuonejs sed jso,u ‘nusjnos 
]I-1-8 ‘a]eIPUOU opueWAp eT ‘[eIPUOU ddIOWTUIOD 
Np 39 UONesSI[eIPUOU eB] Op UONdIJISUDIUT, | 

B SoIIe[eS Sap ssTeq ek] & DdULpUd} eT JUANQIIWe INb 
SINDIVJUIUIWUOD Sd] JUSWIDATA ONbIWIO & UBUISN.ITY 


‘soouajgduioo sap uryd 3] 

Ins SgAJOsqgo sj1vd9 xne senqiiye a9 sed ouop ynad 
dU SoJIe[es Sop assieq ke] & dOURpUd} BF] ‘aIdWIOD Np 
nog NY “AdDO.1 P Ald Np e9AaI9 sex} uon0doid 
oun sed juojuasgidal ou s9siyelIysnpul yUaWaT[aAnou 
sked sj 19 FOO, | ap sked say] aua sasueyoe 

so] onb nevaanou op susI[Nos UBUIsNIY ‘sInayIeARny 
Sop saouajodulo0d op xneaalu xne s9yoeyel outid 
oun, Pp 3819 JURSIRJ SJUDUINSIE xne 311] & INnb 90 Uq 


‘snjd 

NY JNO} SUITUTUT 31¥}9 JOJJO,| ‘SoITeTeS Sa] Ins assteq 
RB] & DOUSPIOUI SUN QOIOX9 PeAR UONeSI[eLSNpulssp 
eB] aonb yey 9] Sup 99119A Op UlIQ UN IOAe A WeAnod 
[I,S suigu ‘anb njouos suop & YT ‘QOT “d I ap s‘o 
B INSIIJJUI USIq W1eI9 SdIIe[es Say INs sdIBUTWIOD Np 
JANLSIU IOUSPIOUI,| ‘dIINIJSUOD ap aINsaUI Ud 319 
Weak [I,nb sanbrwouo0sg sajapour say seide,p ‘onb 
NUIINOS B |] “SoTe[es so] Ins assteq e] & a[qeiogidde 
JoJJO UN No WIVAR — «UOTIESITeINISNpuUIsgp» 

ap suguiougyd 9] — xnelo1aurU0d sasueyse 


xne sojquindun sg1guNUIgI JUSUAINeY sIo[duls,p 
sojiod sap ayjanbe] uojas 11094} e] Op p1e39, | 

@ onbryjdeos gjUOW ouIgUI puenb jso,s UBS 
‘ag1quia, p aseujodAy, | 19j}0fa1 stojayno} sues 
Sad10]DS 

Sa] Ans assing 1] v Jaffa ja uoYwsILysnpuisaq 


‘anbreid us asinpoid as I,nb ajqeqoid nad jso 

II, nb juejodun yUsWI]][9} 3.199 JIAO UI[IEP [9} UN 
Janboaoid nod amessao9u [eydeo op JUsWIOANOW 
np inajdwie | aonb a1pusjua gssie] & [I SIBUT 

‘ITUDAB,| & SdIeTeS Sd] D1INpel assind [ede np 
gyIqour ey anb 9yI]IqQIssod ey] g1e99 sed e UT] ‘sIUA 
-S]e}q Sop [eUOTIeU NUDADI 9] SUeP [IeAeI} Np wed eT 
op assieq oun Iu jeqIdeo np ed e] ap assney ounone 
QAIaSgO BU UO ‘ajdWioxa Ivq ‘sorleyes sap assieq 

R] ap ueyd 9] Ins yueyodun a]01 un gnof 0Ae assind 
[ewdes 9] 19 [IeAeI} 9] DIJUS NUDADI NP UOTINQIIsIpor 
aun nb snjd uou sed 31019 ou UeUIsNITy 


‘sked $99 ap S[agI SNUSADI So] Ins SUWITUTUI 
gouaprour oun nb jeine,U qqDO,] ap sXed say 

ied s9110dxa suaiq sap syyejoi xtid sap ajuej10dut 
UOHIOLIgJap sun sUIQUI ‘DUOG ‘OOT ‘d Z ep suIOW 
— sasuadap sap uonoeyy o3N0d oun, nb juajuasgidar 
OU Sd9SI[PLIISNPUI JUDWIIT[OANOU SOTUIOUNDY Sd] 

SI9A FQDO,| ep shed sap suonezodxsa say ‘ayjonjoe 
aIney,| WY “IUdAv,| & SNUDADI Say JouNIdep op 39459 
Inod MoAe We][e sastfeisnpur JUoWaT[aAnou sked 
Sap JueudAoId soUaIINOUOD ek] aonb afqeqoid nad 
31e}9 [I,nb onbiput tssne e uvUusN.Iy “soyqiuodsip 
efap saguuop sap sed agAndde juswepryos 

318}9 UOISN[IUOD 93399 onb nuaynos Fk [I 39 SQOURAR 
jUsUE][aIIsNpur sXed sa] suep xneqoys s[o91 
SNUDAII SOP UOISSdIZOId eT] JUSWATQISUAS IIJUSTeI 

@ gnqiuoo sed eae U sfeUOT}eUIOJUI dOUdTINIUOD 
RI onb guyje & UvUISNIYy ‘xnego[s snusAcl 

S23] 19 VOIOWIUIOD 9] JUS JI0ddeI Np jefns ny 


“SQSTTRITSNpul 

sed so] sup SoIleles sap assIeq ke] & IDURPUd} 

B] 39 DOIOUIWIOD Np doUeSSIOIO BI ‘UOTIeSITeIPUOUI 
RB] aua 310199 y1oddei un k  [I,nb JusuuaTyNos 

inb xnao & std }sd Ud,S UBUISKIY ‘Sore[es So] 

J2 DOIDUUOD 9] INs yURIOd J1QISIUTY Np [ouUOsIed 
ne UoINoo]][e UOS sug: “UBUIsNIY [neg 9)nd9ol 


OYXYDOIW 


p OLQUNN ‘Z aUINjOA 


9 asng 


ss SSSSSSSSSSSSssssSSsssSsSssssssSs 


UIBOLIQUIL dISIWIOUODY, | 11eI19 EPeULD atNSsNpuy,p 
SJUDUTWD SIBIOUSIgJUOD sop oUTWeIZOId Np 
DIPES J] SULP JAUI INd}VJO,| ‘IOTUIOP 91qQ0190 p a] 


UDUUSNAY [Nd_ uojas ‘sasvq{vS saq 

ins sajqniaipniasd sjaffa,p sod yuo, u 
UONVSYVIPUOU VD] Ja AIAIUIWUOD aT 
NAAN ETD LINO SHEET 
‘epeurs 

ne aJUlod ap salsojouysa} sap IOAaaI & 
opniide oun, p yuowaddojaagp ne quanqimuos 
sastidamud so[[oi ap onb jaja, e UOTOU 

RB] OP UONLIIJIIQA eT StIdwoo A ‘sgyIsIoATUN 
SOP IATJVIMIUL,| & IBIS S999I9 $9}9I90S sap 
jue}[NsoI sonbrwou0ss sasejuRAr soy JosAyTeue 
19 ‘SO9SITPWIOU SaInsow 

ep jurod ne astwi ey studwios A ‘sasaqtjoo 

sop 19 sonbruyse} sinjsur sap ‘saxouu0s 
BYIIIYII OP SINJISUI Sap ‘SdIISIOATUN So] 
SUP SII}SNPUI,| IAP UOSTeI] 9p xnvaing sap 
UOMeSI[VIOIOWWUOS AP S9IAIOe So] JouTUIeXa 
‘Sd][1e} Sojno} ap sastidamua 

S93] TwWIed S1ISsNpul-giIsI9ATUN sud] 

SOP USIJUIEU 9] 9 (INDII9IXS,| SIDA $agIUdTIO 
J9 STJOUUOTJIPe) SOISIOATUN Sop UONPULIO} 
OP SOHAIL So] oJUS WIOddeI a] JasAyeuL 
‘epeuec Ne SOUISIIAIUN Sa] SUBP 99NI99JO 
d-¥ &] op staysnpur,| red eseuressred 

Np saouepud} sa] 19 99}10d Pe] JOUIWIA}Ep 
‘JUdUId}I0duI09 op sayapoul 

Sap Jo19U9g3 Inod sed ap sapmig sap anbiuyoe} 
PR] JULSI[IIN Ud ‘epeueD Ne seUOIsII 
anbiwiouo0dg souRsSsIoIO ek] SUBP INoIadns 
JUSWIIUSIISUd,| OP Ind19as Np ajOI a] JosATeue 
‘sonbryde13093 suoisel Soy 39 S[atsnpul 
$1N9199S Sd] 91]Ud SaTqeqoid SsIDUSIOJJIP So] 
Ins yU9998 | JURIJOUI Ud ‘epeURD Ne sL]sNpul 
-9UISIOAIUN sjIOddel sap [eI0s yUDUIApUSI 

ap xne} np suoneunjss sap Jo1edgid 


: SQOURSSTBUUIOD SOU op NeIAIU Ne soUNde] 

Sd] Ia]qUIOD ap UlJe ‘sJURAINS SOUTeWOp sa] suepP 
soyorayoel sap aipusidanua,p ouop JUspueUUOdaI 
sIngine say “epeueD ne sarreysIaATuN soy TwWed 
19191UI,p dnooneaq gy1osns sed vu ‘aouRodumt 


UOS 919]eUI ‘dLIIsNpuI-s}IsIaAtIUN sjloddes 
Sep uonsanb e] onb Jonbiewral juoj sinayne soy 
4aipnja v sjaing 


"sadueSsIeUUOD sap 

asueyo9-a1qI] a] Ins souaprout,| anb sayjay ‘souepus) 
91199 ap sanbiy1[0d sap ued a] Ins saousnbesuos 

So] JUSWATUSNe JOUTUTeXd jeIpNe] ji ‘snyd 

9q ‘suguiougyd 90 sasATeuR Ja sonbystyes saguUOp 
So] Jarol[gwe Inod sajqiuodsip juatos sayuestyjns 
S9dINOssal Sap anb [eIpiowlld jsa [I ‘epeued 

ne assney &] & JOS SgYISIOAIUN So] sURP s9MIDdaIJO 
G-¥ &] ap s4ysnpur,| sed aseuressed ap saytanoe 

S93] SUTWOD ‘snjd aq ‘alauysnput,| Inod jauuosied 

IP IJJO,| 19 BISOTOUYII} ap sjojsues say JUssodal 
Jenbe] Ins sinojoej xnedtourid sap un, | yue19 SWIWIOS 
IIIISNPUI, | SOAR UOSIeI] 9p xnedINq se] Jed onb tsure 
sostidanua sj Jed aguuorjusul 919 & syoIaYIeI eI ap 
JOUS[[IOX9, J “SOIISIOATUN So] suep do1Idoidde uodey 
OP sNusjNos 9139, Pp IONUTJUOD JeIAOpP o][eJUSUIEpUO] 
ayo1ayoei ey onb Juanpouod JayAVY Jo xnvLyNnog 


‘Q]eI0] SUISIIO, p So DANEINTIUT, | anbsIo] 

diInpoid as JUaTquias sadedIJJO snd say UOISNyJIp 

OP SOITAIINB Sa] 19 DISOTOUYD} ap s}JoJsueI) SAT 
"S}IOJJO SINI] JUdSSIUN 39 S9ITATJOW SINd] JUOUUOPI009 
‘QIIISNPUI,| OAV UOSIeI] op xnNvaINQ soy stidu0S 

A ‘suonestuesio say anbsio] sovorjja snd uosey 

ap Ia[NOJep as s[qQuIas ‘orIsNpUI-9}ISIOATUN sjJoddes 
ap JuoUassI{qeui9,| SIIdwiod A ‘fed0] onbrurou0s9 
quautaddojaaap oJ ‘“sarqisssooe JUSUI]IORJ 

snjd juos sjt,nb juawysa qq sey anb snjd 

JURINE Pp ‘UOISNIJIP op SaMANIe Sop Ja s1dO;OUYII} 
ap siajsued) sop ‘xnvdo] sIJISNpUI-9}ISIOATUN 
syioddei sap ueyd 9] Ins 1onof e jetprownid 9]91 un 
Issne UO ‘[euoIs91 onbrulouo0sg Juowaddojaagp ap 
SOUISIUBSIO Sap 12 SUUNTIOSUOD sap ‘xnevesgi sop aonb 
s]a} ‘sarleIpgulajur syuowodnois sayne,q “eguuOp 
SISIOATUN oUN Ied 9919U9d d[IOIOWIUIOD QUANIIV, | 
INS DANLOIJIUSIS JOUSPIOUI 9UN OAR 9]QUIaS 

9198 UdIq NeoIng UP, ‘aIsojouYa} op sylajsues} 

sa] 12 o1Isnpul-gyissaatun sj1oddes sa] OAnowod 
 JuanqiuoS ‘shed ne xnozquiou snjd ua snjd ap 
jUOs Inb ‘sg}ISIAATUN Sap 39 SadQf[OO Sap S11IsNpuI, | 
JOA¥ UOSII] Op xNvainq se] anb yuanjfouod S|] 
-QLIISNPUI-9IISIBAIUN UOTeIOgeT[OD aun, p UoTOWOId 


a a TT EY ES Sa SPR TEE EEN 
OYIDIWN 


cnc ca aaa aeerrenccce a riermamener Saas aE saa aa RS 
| 2 


L 230d 


9661 4941 


EEE 


eR] JUOJ INb suorestURZIO Sop aJOI 9] 19 BYOIOYEI 

RB] ap ueyd 9] Ins sj1odde1 sa] ‘uoNeWOJ eI 39 
JUSWIDUSIOSUD,| : SOUTPWIOP SIO] INs JUId9B, | JUDOW 
S[I }9 SIIISNPUI-9JISIOAIUN JOLJIOJUI | 19193 ap 

UOSdE] F] & ISSNE JUASSaIQIUI,S JayIVY Jo xneLynog 
aLagsnpul-apisiaaiun sj1oddp4 Sa] 4049) 


‘(QIZojOUYI} dp UsIpeURd Neasoy 91) 
sXed np Inapuels e] & BISO[OUYII} Le] IP UOISNYJIP op 
JATJLIIUT 9UN JUQUUSIdUIOD s]I ‘aTeUOTeU aT[9499,| V 

-s989][09 so] Ins stur yu9098,] Jed suotS91 sourE}IE9 
SUEP JUASII9IOVICS 9S S]I 39 sanbruoIa][9 xnvas91 
dP UONLWIOJ Op SJUSWUINIJSUT Say OSeJURALP JUSTIN 
soumuerso1id sao ‘ajdulaxa 1eq ‘sasie] snjd sasisse 
Sap Ins Juasodal s]I Ja aIUIOd ap sina}oes say suBp 
AIWd Sep sulosaq xne sipuodsi xnorul yuaTquuas 
sjuao91 snjd xnerouraoid jo xnelopaj sourumess01d 
SY] ‘So][aUeIINIUOS-91d 39 sayeJUsUIepUO} 
Soyd1oyoe1 sap sipusidemus Inod sgyIsaAtun 

Sd] SIOA JUDTeUINO} 9s Inb sastideiUe sapurIs 

Sop SUIOSSG xNe dIpUOd|I & INOJINS JUDIESIA OY 30 OL 
sogquue Sd] SUBP SQ>dUR] aIIedaIjUOD ap JUSWIa.UeUTY 
op sowmuuesso1d say] “a1ZoTOUYIa} 39 saouaTOS 

Ud IIIISNPUI-9}IsIIATUN sj1odde1 sa] WOANOWOId 

B JURSIA SoUWIeIZOId sop JuIod ne stu UO 
SOOUTAOIA So] 39 [eIOPaJ JUDUIOUIIANOS 9g] ‘epeueD 
Ny ‘UUSIEp IIQIUIOp Pe] JUepued saljIsuaIUI 

JUOS 9S S}IOJJO SINI] 19 YO SoguUP sa] siIndap 
SQATIIOV, P BUDS 9d B SYSSdI9IUI JUOS 9S FYQDO,| ep 
sXed sap sJUOWIOUIOANOS Sa] ‘“aTIISNpuUI-9jISIOATUN 
UOTJeIOQE][OD DUN, p JUSUASST[qQuI9,| Ja8eINODUA,p 
yof[go nod juo Inb xneyuawauIaAN0s sauueIs01d 
Sd] ISsne JUSUTWIeXd JOyAeg Jo xneLynog 


‘[e@90] onbrwou0s9 Juowaddoyjaasp 

9] 19 SIIJSNPUI-S}ISIOATUN UOTOIOIU, | 

INS SOUUSIPeULD Sd[BUOIZE9I SUOTJESTURSIO 

Sap VOUSPIOUI,| Ins sopnyi9,p sduasqe,| asessed 

Ne SIOJojNOo} JUSIO[dgp sinayne say ‘ane, & 
asiidemue sun,p onb tsure ‘atysnput,| 19 SSIOAIUN, | 
dIJUD SUOTILIIUNUIWUOD Sap B SdTqeIOARJ JUOS 

Inb suonipuos ap s1quiou ule1190 uN, p sduUeseId 


B] OP UO!DUOJ 3S9 IssngI UONBAOUUT,p snssod01d un 


INS I9PUOJ B[EUOIS9I BdURSSIOIN DUA “SUOIZ9I sop 
sovoljJo anbiwiou0s9 Juowaddoyjaagp 9a] ans onqyur 
Inb JUSUI9[9 UN $aj}199 Isa aoUasgId Ins] “UeUTWIO}Ep 


sed 1S9,U S9IISIOAIUN Sap oIOI 9] IS suIgUI ‘anb 
91JUOWEp JUO apidel JdURSSIOIO & 9 BISOTOUYIE} 
giney & SUOIS9I Sep sepm9 sa] anb jusAIEsqo 
sinayne sa] ‘a[euorsei onbrwiou0c9g aduessIOID 

B] INS SIIISNPUI,| 19 9IISIOATUN, | 9IJUS UONeIOgGeI[OS 
eR] Jed ag019Xx9 DOUSPIOUl,| op JUDIE) Inb sapnjg so] 
aNAdI Ud JUEssed JeYyIVG Jo xNeLyNOG ‘UlJ 91399 Y 


‘sjloddei sao Jo1Jassol 

ap suskoul sap J9AN0I} op o}10duIT [I ‘sInajne 

S23] UOTAS “S9MSIOATUN Sap JUeUdAOId sanbIso;OUYyIE} 
SUOT]PAOUU! 39 SOQPI Sop odejuRAe sed 

UdIT} OU SouUaIpeURd (AINd) Sestideuse souusAoUl 
y2 sajtjed sa] ‘seo sop uednyd ve] sueq ‘“epeurd 

ne q-y kB] suep sogse3ua JusuIE}I0} sostidamue 
sopueis xne jnoyins onbijdde,s uoneArasqo 3399 
anb yuausi[nos JayAleg 39 xNVLIyNOG ‘sIojajnoL, 
‘d-y ua sutosaq sing] e aIpuodgi Inod s9zIsIoATUN 
xne JassaIpe,s 8 dURpUd} snjd Ua snjd op 

quo sastidarjua say anb 39 epeuesd ne assney ev] & 3S9 
SOISIOAIUN So] sUeP G-yY ap sjofoid ap sastidejUE 
sap red a8eureised 9] aonb yuousI[Nos sinajne sa] 


‘sXed ne juejiodun juswasginosed 3101 

UN jI[AWaI INSIIZIUI 9YdIVUI 9] SIDA BISOTOUYIE} Op 
JUIIOIJJO Josue] I] ‘SIOLIJVAOUUT $QJ} ‘d]qQUIOSUS, | 
suep ‘sed Juos ou sauuaIpeues sastidemue saj anb 30 
g[B00] G-y B®] ep agae]9 uons10do1d oun juestnpoid 
SOUUIIPCULD SOJISIOATUN Sa] DUIUIOD ‘JUSWOWIZIxNIG 
‘QA9[9 [BIOOS JUSWIapUSI op xn} UN JUdIQUES 
dIJSNpuUl-9}IsIOAIUN sjOddes say 19 soejISIOATUN 
quawaddojaagp 2] 39 BYoIOYyooI eT ‘yUanbrput, | 
d1IJSNpuUI-9}IsIBAIUN sjJodde1 sap anbrurou0s9-0190s 
QOUSPIOUI,| OP SOpNyg Sa] SUIWOD ‘JUDWIDIQIWIIIgG 
‘suosiIv1 xnap Inod ‘a0 3a uoNsanb 93399 

B sANeULITe | Jed juapuodsl sinajne say {uONengIs 
91199 IOIONIWe & [I-}eIJONGIIWUOS S1IISNpul, | 

}2 SSIOAIUN, | o1QUS sjIodde1 sap JUSWIADIOJUI UA) 


‘epeurs ne sojqiey snd 

QOURSSIOIO OP 19 UONBAOUUI, p Sai]Iqissod sap ainse1 
Ud |] “99A9]9 SaI) sed Jsd,U SaTJaANOU saIZojouYde} 
Sd] 19 SO9PI So] JapIUIsse 3a Jojdepe ‘Iaj}stdep 

® sudIpeUuRd sInoUsIdaNUS Sap a]e19UE3 opninde | 
SIR, ‘O[LUOTJVUIOIUT aTJOYI9,] & a[qQvIOedsa1 

[yoid un apassod ajja,nb 39 agAa]9 Sa SoUUaIpeUeD 


OYXYIDIW 


pb OAQUINN ‘7 JUINIOA 


SOUSIOATUN So] SUBP SYDIOYOI Op 1OJJo,| ap 
guyenb ey anb yua1jUOUI S9st[eULIOU sInayeoIpuI saq 


‘epeuec ne d1J}snpul-9jIsJoATUN 

syioddes sap nes]qe} nesAnou un juedeq) Us UOIsenb 
91199 Ins 98eIIe[99 JOANOU UN jud}IOdde seyAeg 
yoIVSIVA] 39 XNLLIJNOG sWIOIEL ‘«a1Zo[ouYIe} 

J9 S9OUIIOS US IIISNpUI-9}ISIOATUN sjOdde1 say» 
QININUI epeueD sIIsNpuU],p s119S-s1oy JUsWINDOG 
Jalusap 3] sued ‘epeued ne oIlojsty ansuo] 

oun apessod sgyIsioatun sop yueuaAoid sagsterseds 
SIOURSSILUUOD Sap 39 BYOIOYII eI Ap Ia1dIJ9UEq 
WIASP J[BIO] oINsnputl,]| onb jaJJ9,] e UOTOU eT 


180]0UYIaq Ja Sa2UaIIS 
Ua ALUISNPUI-aJIS1aAIUN UOYDYLOGVIJOJ 


“Q[UOTJEUIOJUT BIUIOUODI, | 

Ins 9919x9 onbisojouyse} sei8oid a] anb aur0us 
JOUSNIJUI,| Op IdUeSsIeUuUOdAI FP] 39 VOULIOdUIT | 
Joljol US 91}0W JUSTeIINOd asodoid ayja,nb sainsaut 
SxJT “Add0.1 19 OWO,| Juouruejou ‘efop juaystxa 
Inb saad JOIpow op esyyns [I,nb stew suonnysut 
SO[[PANOU 9p 19919 ap ailessad9u sed 9149-jnod 

BIOS OU [I ‘11899,] Ja;quiod Inod ‘anb sumse aq 
‘anbisojouyss} yusWasueYd 9] DUIBDU0D INb 90 ua 
onbodg o1j0u & neaAnou ze aj9d91 as UOTENIIS 91199 
onb 39 sJUSWIOUZAN Sap UOTINJOAY,| Jed ‘sje soy suep 
‘JQOULISIP IOSSIE] OS B PUD) B]JOUUONNITsUI SUTIOJOI 
op snssad01d a] anb susi[nos ASO sw ‘UUW 


‘sogssnod snjd uorjeurpi0os oun 

}9 UOTJVIOGRI[OD 9UN JURISeINODUD UD BdULPUS} 99}99 
JOSIOAUDI & JanqiUuoOd WesInod qqoDO,| enb sumjsa 
Inne, J “aeJUsWepuo} sYydIIYEI ek] op sUTeUIOP 
NP IJOIIJOI 9S B SJUDWIDUIDANOS ap 9 $9I191D0S 

op snd us snd op 19010} ap JajJo Inod quo safeals 
sastidamua sa] ed sagnjoojjo soyssayoes Sa] Ins 
JOUSIISUdI 9S AP N]IGIssodull | 39 FDUSIINIUOD LT ap 
suoIssaid sa] ‘ayeyUsUIepUOJ BYdIOYIEI LI op siNyny 
J2 aJJaMINv UONeNIIs eT ap pe39,] e suoMedndd091d 
SOS ap 1€19 JULSIEJ Ud IN[IUOS AIISO owiN 


“SdIQUIOUI 


9 asng 


sXed sa] twied q-y ap summnsosuos xne 
juenbidde,s saj3a1 say Jastuowney & JUeSIA 
Ad9O.1 &P Inatsg}U1,] e suOTeID0s9U sap e 


39 ‘Q-¥Y PB] Ip Inaj9as a] suep 
So[BUOTeUSULT) SIOULTT[e SO] INS UOTBULIOJUT, | 
Jo1OI[ZWIe Pp 19 SAQUUOP sop IN][IONdeI 
ap sushOW sap JoysIayoaI & sgjadde juareses 
sonbyysiejs op souistuesio sap syuejuassidal 
sap 39 sanbijijod sop saystjeroads 

sap janbnp njJ9 ua jofoid un, p juawsoury] 9] r 


‘[B90] 9YoIeUI 9] Jas9}01d & 39 SgAaTa snjd 

SINIIIJIUI XIId Sop ITUSJUICUI & JULSTA 99}199U09 

uo1de oun, p sTeIq a] 1ed saguuOUaAqns 

juos sXed un,p suoney10dxe say ajjanbey 

9p NjJ9A Ud onbiye1d oun ‘onbiszg}ens Surdump 
Np UoHONpel oun Ans sdaxe SaInsaul sop @ 


: soJUBAINS suoTsonb xne gyJo1Id ayney 
oun angie ASO sn ‘AdGODO,| ep sded say inod 
sonbijod sap ued 2] Ins x1oyd xne ajinsus juesseg 


“SpUdIOJJIP Sap JUOW|3eI 9] 19 
uoneoydde inaj nod sasnoinosii suoiisodsip sap & 
39 a]JaMda][a}uI g3911do01d ap s}OIP So] Ins INILIgIUI 

UONLISISE] SP J1QIUI UD SOWIOU ap Jo] dUI0D 
g[quIasua UN, p JUOWaSsI[qQeI9,[ & QUOU JUO INb 
punoy Aensnip),] op suoNeIs039U sap SIO] suTeWOp 
90 SUEP Sast][eaI JUdINy sjuK}JoduM seis0Id sap ‘JaJjo 
Uq ‘019Z op insed e sed yeIne,U sfeuOTeUIIUI 
gINeUNUTUIOD k] ‘aIONUS 1d] “UONSesURN) 

9P SINOD Sa] SIINPZI Op 9IISs9d9U ¥] JURI9 SIPUTOLU 
B] UOU 19 SUOSIeI S99 ap oUN, | ‘a][aNIDe][9IUI 
gnolidoid op siloip sop uoNeUaWs]391 op 

dIVIJVUI US JOUdI9YOO ouN JaInsse e JRSIA JNdaLQO, | 
ap olnsinod ey] ap INdAvj Ud JUOI]IW sayUesIn 39 
SOJUD|JOOXO SIO} PI B SUOSTeI SOP ‘AI}SO smIAl UOTIS 
ajjanjoajjajul ajaiidosd ap Slop saT 


“sastideue 

$9] 19 SJUDUIBUIOANOS So] JUS UOTeIOgR{[OD ouN 

g Jadde y1e19} JUoWIAUTUOTDUOJ 9] JOP ‘s}Npod sap 
yUdWIOpUa Np UoTJeNTeAg,p senbruyse) sauLoU sop 
JoIOgEIP,P 98ILYO [PUONeUIOIUT 91JUGO UN, P UOTIe9IO 
BI OpuRUTUODEL ASO awIAl “9!So;OuYse} oyNeY 


¢ a8Dg 


9661 4941 


ee LUE UEEEEEEEI SEE EE EE UESSEISE NESE SEEESEEEEEEEEEEEEER 


ap simpoid ap sorjqnd syeyoe sap oulewlop 2] sueq 
soyqnd sjoyov saT 


“‘uoTJUSAqNS 

ap salgyew usa sanbiye1d sap uolestuoWeY, | Ip 
JIOA PT INS Sa[qeIVA SQiZ01d sap & IOUSWI USI 110} 
yesinod aja 39 sAed sa] ajUA syoNIJsUOD sasuLYd9g 
sap IayOsns ap 39JJo Inod surowl ne eine sAerIUl 
91199 ‘SIAR UOS YW ‘“SpUdla]JIp Sa] Ja]se1 Inod jadde 
alley yrerinod uo Inb ¥ saystyerseds ap adnois un,p 
uoljegio ey osodoid aja ‘jusweWetxneg ‘FqdqdO.1 
@ sajquodsip efap sapme sap ins yueAndde s 

Ud ‘SUOIIUTJap Sap Ins xnaInosiI yUoWONbiyATeuR 

39 s1ogid p1o90e UN sINTOUOD ke IaAO[dWII Ss WeIANP 
J[PIPUOU JINVUNUIUIOD BI ‘JUSWIOIVIWIIg ‘“Iapgo0id 
ap suodey xnap asodoid A14SO sw ‘SPUSTOTJIP 

$90 Jg[ZeI INog {«a[qISsIuIpe UOTUSAQns» 
uoIsseldxa | ap stogid suas a] Isa janb ‘a;duraxe 
Jeg ‘“UIeUIOp 99 sUeP d9SITIIN sISOT;OUTWII} 

R] & Japloooe ynvj [I,nb suas a] anb jeyUawepuo} 
Issn’ NedAIU UN e& JUBSUDUUOD Ud ‘asoduIr,s 

JUSS] [IessnoIgep Xnali9s UN ‘sUIeUIOp 39 sueq 
G-¥ VY] BV Suoyuaagns saT 


“g]Janjd9][9IUI gj911do1d ap s}loIp sa] ya so1jqnd 
SQYOICUI So] ‘-Y eB] B SUOTUSAQns say : xnedroutd 
SOUIVUOP SIOI] INS S99X¥ JUOS SBATILIJIUI SAD 
‘onbisojouyse) seisoid ne sal] souleWop sap suep 
punoy Aensnigj | op sp10908 so] JaIOI[guIe ,p oNA 
Ud DIO, 2P Bped 2] suep ajyins JouUOp WeIINOd uo 
soqjonbxne sastogid soinsaur sap asodoid A19SO aw 


 «QUIST[BUOTeU-OUYII)» 

3] e[[odde inane] anb 90 - saremuoI seidoid 
SIN] IP INSIIQIUI,| E UOTJBAOUUL,| JOTNUITIS & JUSTIA 
sonbij1[od sop gidope quo sgstyersnpur sXed spuei3 
sg] ‘souenbgsuos uq ‘sAed say aqua data snjd ua 
snjd op 9dUsIINIUOD oUN Jo}OSNS ap 19 UONPAOUUT | 
B sgyoeyel outid ve] yUoWaTJonpeIs Io}USWIsNe 
d1IeJ Op JoJJo Inod na & OAS Np uONeISIW aNID 


“UOTJESTTIOIOWIWOD ap sanbruyse} ap 3a sjQuUOS 


ap ‘uononpold ap ‘uoNeUIpI00S ap SddIeAOUUT | 


SOUIOJ Sap oqo]sua Inb uolssaidxa oun — 
«Q19P}» JULSSIBUUOD k] IS2 JJaJsueI} UN, p algo | Wey 
nb syuswi9[9 sap uN, | ‘- «oUIsTTeqo[3-ouYyde}» sULI9) 


3] SNOs sUZISap uO, Nb 99 — sgsI[eIPUOW aI3o;OUYde} 
ap sjlajsued} op snssao01d np sped 9] sueq 
«IUSIDUONDU-OUY IAI» Ja «aWUS1]0GO]3-oUuy Ia] » 


‘9IZO[OUYIE} OINeY k] Ip OUTeWOp Z| suep 

sanjouod sanbisajeis soourl[[e sop JUSWIOUUOSIOJ 
JIQLIIZA UN, P SWIOJ LT SNOS 9ISdJIULUT 1S9,s 
JUBINOD DUIZISION UA, ‘UOeAOUUT,| 19 BdUdIINIUOS 
BR] JajnuTs ap yajJo Inod no e Inb souepus} 

aun — sastidaijud-e.QUI 39 S[IIIOJ}IOSeIIUI sasuBYdE 
Sop UOTJeJUSUISNe | 939 B OIINe UA, “sIsO;OUYIE} 
ainey k] Wp SIn9jdes So] SUBP SUIVOTIOUIL 
aneuigidns ve e uoder a] Jed gsod ap 2] 919 

B SJURINOD S90 Op UN, J ‘aIso,OUYIE} op syaysuey 
XN® 39 SJUSUWIISSIJSAAUI XNB [VIPUOW 919}9e1e9 UN 
JOUUOP & gnqljUOS UO Inb syuvINOd suUTe}IID Jor[OI 
Ud JOU ASO su ‘B[PIPUOU! a1IONH spuo0ses ke] 
sindap onbiuou0d9 UoT}e1IZ9IUI | IP UOMPSIJISUIIUT, | 
op 19 UONRSI[PIPUOU BI SP dITOISIY, | URSEIIDY 


“aanjoe 

aInay,| @ SUOSsIeUUOD snou onb ajja0 anb agssnod 
snjd ayeuoNeUsajUI UONIZIIUI UN, Pp 9}X9}U09 
neaanou ne gidepe xnaiul afeIpuoU aT[aY99,| & 
[BIOIDUIWIOD dUIQ}SAs UN jeIO}[NSII Ud [[ ‘[ENpels 390 
nusjnos JustasueYD ap snssado1d UN JaYyoUITOUS , p 
}9JJO Inod juateIne soInsaU $99 ‘sUOTIOIIJ 

sa] arInp9i ap snjd uq “DIWO,] oP 39 AdDO.1 oP 
aIped a] suep sagidope a9 JuatesInod inb sanbiytjod 
OP d1QILWI UD saTqeSI[vaI 39 SasIogid soInsoUl 

op sIquiou uUIe}I99 UN asodold aTja ‘aouenbgsuos uq 


‘sonbrug)sAs suonoly sap 

® SIUINOS JUOS SInoIsnjd JUOp ‘xneuONeU sgyoIeUr 

op soula}sAs Sop UONeSIUOULIeY OUN IoSI[egI1 Op ONA 
Ud ITJUIsS JUOJ 9s sapueIs snd us snjd ap suorssaid 
sop ‘AIJSO suJAI JOUSI[NOS op ‘aouanbgsuod uq 
“SINIIIQUI SOYIVU 9p soura}sAs xne SI] sjomnjonsjs 
Sa[deISGO sap SI9A sXed sap saIQUOIJ XNe SdIejIIe} 
solgiiieg sap gov{dap Jsa,S dd11jeUl STJOANOU P| 

OP SIAVIZ ap 91]UId a] ‘sonbiyst1g}OvIvO Sane oUq 
sanbiuajsas suo] 


“9ISOTOUYIE} BI Op 
}9 JUSUIISSTJSAUI | OP ‘9dJOUIWIOD Np UOTJesI]eIpUuOUT 
Rl Op 39 UOTJLIZIIUI, | IP UOTeIJISUDJUT 


OYXYDOIW 


b O1guNN “7 aUNJOA 


p advd 


eee eeeeeeeeeeeeeeeSFSsSsesesesesesessesese 


aun,p ajediourid asneo ez] 3so ajeuoneuntnuU 
astidenus, J ‘ayeuoneunjnur astidenua | 

389 ‘OJSI] e[ Ins JuejJOduN jofns uN Ios Ua sMINsUOD 
Inb ‘snssad01d 99 suep Ind}0W juUoUIZTE [edroutId oT 
"«SINILIQIUI» SOUIg|qQOId sap ajsI] e] Ins JUeAvIedne 
justeinsij inb surey199 stiduioo A ‘aeuoneusajut 
onbitjod ap sourgiqoid op o131e]9 «901NeUm oUN,p 
NO 9)SI] SUN, P UOHeTIdwod eB] e QUOW eB UONeISOIUI | 
anb susi[nos A148 wl ‘SoTeuoeUIOyUI 
sonbrwou0ss suonnjtisut say 3a anbigojouyse) 
yUsWesuURYO 9] Ins JULJIOd epeuRD sINsNpuy,p 
UOISSNdsIp op JUSUINIOG Nesanou un sueq 


“Q]eOI B]JaANou 9399 & 

JUSWISUUOTJOUO} Ins] Jo}depe JOAIOp sayeuOTeUIOIUT 
SUOTINITISUT So] ‘A.13SQ BIAJAS UOTAS ‘14 

‘g[BIPUOU! s][9Y499,| & sNbiwWIOUOD doURSSIOIO e] Op 
IN9JOU UN IISO[OUYId} BI Op o1IeJ ap JajJo nod no 
B d[eIPUOU! SIWIOUOSY, | SP BJULSSIOIO UOTeISIIUI ,T 


ASQ v1AjXS uojas ‘sanbisojouya} 
S{ypsadun xnvaanou xnv 118094 


JUIAIOP SAJDUOTOUAIJUI SUOTNINSU1 SAT 
eR 
“SOJISIOAIUN So] 19 xneIdoY sa] ‘sorqnd saor1Ares 

op sowstuesio say onb sya} ‘J1yeI1ON] UOU jng e 
SJUSUASSI[QuID So] JURSSIZ9I SOATILISIZ9] SUOTIISOdsIp 
SOP 9UIOJZ91 uN IJasodoid ap jo JoUTUIeXa ,p 

Sosieyo JUdIeIas sJuepusdepul sajst[eIoeds 

op 19 JeION] UOU JNnq & SOWSTULZIO SIJAIP 

op sjuvjusseidal ap ‘sjauuorssajoid s1a][Iasu0d ap 
SQUIIOJ SOWIOD sad “xneId9ds sjIyeI[NsUOD sg}TWOD 
SOP JUI9VIO SDUTAOIA Sa] 39 [e19peJ} JUOWIOUIOANOS 

3] aonb yuspueWUIOaI UOTJeOI[Gnd e] ap sINnd}oelIpP 
So] ‘UOSIVI 9190 INog ‘epeuRDd ne souvjOduN us 
WOID JeION] UOU Inq & SoUIsIUeSIO Sap INd}99S 9] 
{unig uoU jng v sawus1uvsIE 


‘SouUIeWIOp sad suep sastidoiua 

Sop JUsWApual np sajqesuodsal sinojesIUIUUIpe 
$d] SIPUdI ap W1eJ a] onb agtidoidde snjd dnooneaq 
uolnyjos oun jIeJes sanbiyqnd sonbrtjod sap 
sjoefqo xne sastidemua say yuo} onb uoNNq!UOS 
R] Op d1l0}eBI[go UOTeS[NAIp e] onb JUoUUATINOS 


SII ‘Uouleddojaagp ap jo syoayoaI ap sasuedap 
SINg] JaNs[NAIp op sanus} just0s sastidenua 

Sa] onb JUapueUTODEI YDAOJA[ 39 SjaTUe 
sanbyqnd sanbyyod sap s{yoalqo 


‘epeues 

ne astidaue,p d1391 ek] JOIOISWIe, p JoJJo Inod 
jUSUoIIessao9u sed jeIne,U souUsIpeuRd sastidanus 
Sop suoljoe-[eydes ne sanbueq sap agazje snd 
uonedronred oun, nb njouos uo yoa0x] 38 SjaTUEGg 
‘aseJANO 399 suep SonuauOS sanbridua soanoid 

S9] INS JULPUOJ 9s Ud ‘sIOJajnO], “aUseWISTTY Ud 19 
uoder ne InonsIA us astidenua,p 1891 ap soulaisAs 
So] Joydope wWelAop epeues a] onb npuaygid 

JUO SUI¥IIOD ‘UOSIeI 91190 INog ‘astidanua,| 

OP ULID} SUO] B OI[IQuyusI eT Ins yUI998 | 

dI}JOUI 19 UOISID9Ep op astid Ina] suep seINp ansuO] 
snjd ap aanoedsiod oun 3aj}dope qusaned sastidanua 
Sa] ‘UOTSed op soinjonyjs xne jo sastidamus 

sop gi9t1doid ey e sanbueg sap uonedionied 

R] op asned e atjied ua ‘amuoo Ied ‘auseulal[y ua 32 
uoder ny ‘dUlI9} 1IN0D ze astidaUS,| ap SI]IqQejueI 
RI Ins yud00v | do JUaauI selteuUOTsed So] 

onb 39 dul} 11N0d ne sduRJIOduT ,p doy yudyoeye 
SOUTROTIDUIe-p1OU Sastidaus say onb nuajnos & UG 
sanbung sap a]04 aT 


“SagnS|NAIp JUSIOS sUUaIpeUrd 

BIIANO 919I00S DUN, P 910A Op OIP oAv suOTIOV 
Sop OOL ‘ds ap snd jueuajop oTeuUONSe 3N0} ap 
uonedrionsed e] 39 gjUEpT,| aonb SuOp JUspueUIUIODAI 
YAO 39 Sjorueg “sjqesuodsal 39 dATJON.INSUOD 
uodsey ap juasside sjueyodu soireuuonse say anb 
9110S Ud aie} nod jeiprounsd yso o1jqnd usurexa | 
ap IOI a] ‘epeUeD Np [99 sUTOD agIJUBDUOD 
jUSWIAINeY sIWIOUOD oUN sUEp ‘sTOJaINO], 
‘Q]JEMMUIA9 9[9IUOD op astid oUN,p aNA Ud 
gsiidaqua oun,p suorde,p jesoas Us UOTe[NUINIOE, | 
youliod uo, | Is [AJaS USIg DUP 3so d1]Qnd 39I9)UI, J 
‘gstidenua,p 1891 BUUOG 9UN a]NUII}s a[QIUOD op 
astid oun,p auyIqissod ey aonb yusuUSTINOS sUTeLIID 
uonvsnaig 


‘sagatid 
sastidenua sa] suep sowlid saya} ap IjJO,p ana 
Ud 910A UN oIpuaid NOANOd JUaTeIAap SamTeUUOTIOe 


SLA ARS LEI I FE EET NS AES 
Meee 
OUYDOIW 


gE Te ae en 


£ a8vd 


9661 4AA1H 


Sa] onb Issne jUSUIN}sa s]] ‘solfqnd spuoy 

SOP WSNVD Ud JULIOU Sa]QUUOY[eU S}JUSWSSISe Sop 
juaououap si nbsio] sowunid sop IjJO Ins] op Issne 
yuasodoid sjj ‘sajjtesgidai ap soinsoul sap o17U09 
SInaye1louoUgp Sa] 1939}01d op dUOp JUSpURWTWODEI 
S][ ‘SolleuUOT}OR Sap S}9I9IUI sap U0TI99}0Id Fe] Op 
uvyd 9] Ins yetprouid ajo1 un yuonof sinajye1rsuoUgp 
Sa] onb yUdUUATINOS YIIOJ] 39 SpaTUBG 
sanajp1guouap Sa] 


‘giidoidde juasnf 9] sji,nb epeuesd ne nod Issne 

NO JULING INSIAUI,p SaIQl] 9119 JUSIVIADP SUdIpeULd 
JUdUIIOeTd IP SUNUIIOD SpUOJ Sd] 19 JIIeI}9I 

ap Sassievo so] aonb Issne JUOUUATINOS S|] ‘S[ITSOUITI} 
SI][BAIOIUL B SoIVIoIJoUsq xne a[][INejaI0d Ing] op 
JUSWIAPUDI I] 19 NUDJUOD I] INS syUdWIAUSIOSUaI Sap 
JONB[NAIP JUSIVIASP JTeIIAI ap Sassieo so] ‘snjd aq 
‘UONPIISIUILUPE , P S[IISUOD SAP SdIQUIDUI Sap saT]oo 

B Sa{qe[quias saiyiqesuodsal sap IOAR JUSIeIAOp 
sInaploep xnedrioutid sinay anb 3a sastideua 

SOP DUIWIOD Sa9gI93 91}9 JUDIVIADP dIeI}O1 Bp Sassieo 
So] onb JUIIOIO YDAOJA] Je SjauUBG ‘saeIoIJgueq 
xne d9NZINAIp WOs UONeIgUNUgI Ina] anb 39 
saleloijouaq say sed snja Juatos sonbryqnd 39 sagatid 
d1VIJOI IP SassIvd sap someuUONsed xnedroutid 

so] onb juepueur0des US JUdAINSINOd sq] 


‘sonbsii sap ajuapnid uonses oun juesinsse 

ud 3nOo} ‘aT[Inayoj1od np InayeA ke] JasTUIXeUT ap 

9119 WRIAIP IIIONPIJ IMOAap 99 ‘JUaWaIeT{NoNIed 
SN[q ‘99d10JUSI 39 dgsTO9Id 91}9 WeIADP 
SOILINJSUIQ SI] SIAUD DIIeIJOI OP Sassted ap 
SOIIVUUOI]SAS Sap oIleIONply gy]Iqesuodsai ke] ‘snyd 
9M ‘“SIISOAUI JUOS 9}1e1}91 OP SpUOJ sINa] JUOP UOSeJ 
e] & Juenb s[qissod ajsea snd a] x1oyo ne sgooe 
TIOAR JUIILIASP 9}1LIJOI OP SOWIS9I Sap soIeIol9uaq 
So] onb JUSUII|SS YDIOP 39 SjarUBG “JULJUSUIsNe 
Ud BA 9OULIIOdUI Ino] 39 SoUUaIpeUed sastidanU 
Sop d11e}QUOU INs[eA k] ep COT ‘d gE my, pinofne 
JUI]ONUOD (SIeIJOI Op Sassied op soireuUONsas 

sa] ‘a]duioxe ied) sjouuonnyysutl sinasstjsaaul say 
SJOUUOINIYSUI SANASSYSIAUI SAT 


‘astidenus,| 19 “JUaToIUOD sjI,nb sau 
Sop No ‘s}UBUTWOp saiteuUOTNe sap ajua sgsodoid 
sjuejodum uonesgdo no 3eWUOD jno} ap sameUUOT}Ie 


S23] SNO} & Iv[ap sues 39 9}g,dUI0D UONeS[NAIp 

e] Ja8Ixe Wespney [I ‘Juanbgsuod Jeg ‘sagyuoIedde 
souuosied aus suoneigdo sap ed sgovusul 

ang JUsAnad $}919}UT SINZ] JUSUTUUOD Jo puenb 

JIOABS JUSAIOP SaITeWIOUIU SaITeUUOTIN Say ‘snid oq 


"INI1I9}X9,| ap 

SINIICIISIUTWUPS, P JUIWAISN[OXS JUIIOJ 9139 WeIAOP 
QIWI0D 8 ‘aouepuadep ap UdI] D0Ae SJURJIOdUIT 
$ye1JU09 39 suOTJeI9dO say WeIdANoIdde inb 

‘919100S B] OP Sallejje Sop d}INpUOD Fk] Op USWIeXd,p 
QNUIOD UN II]qQeI9,P NUd} JOS JURUTWOP sITeUUOTIOe 
UN 9ANOI} UO,| NO epeueD ne snbijqnd astideus 
31NO} ap UONeIISIUIUIPe Pp [IesuOd a] anb jussodod 
YAO] 39 Spatueg ‘soieIOUTW soTeUUOTIOR 

SOP SIQIDIUI Sa] aseJURALP Jos9}01d op UY 


‘SJURUTWOp SaITeUUOI}Oe Sop snqe sa] 317U0D 
g][auUOTeI 39 VOROIJJO UOT}D9}0Id oUN, Pp JUDTOIJQUNG 
SOITeIIOUIW SaTeUUOT}Oe Sa] aonb JaInsse,s nod 
SOIIVILIOUTW SaITeUUOTIO® Sep S}OIp xne JueYyoNoO} 
JerourAold ja [elapaj Joyed ne samejyuswie[391 
SOATJLIJIUI SOSIOAIP SOP UdUIeXS UN sIpUsIdeUS 
WRIADP [eIVPeJ JUSUIOUIOANOS 9] ONb yUSNTIUOD 
uoneorgnd ev] ap sinajoelIp sa] *souta}x9 
SINd}OdIIP Sap 19 SaITeUUOTIOe Sop UONEI]IQeY, | 
9119 WIVIAOp oUTeUIOp 99 suep sonbijqnd sanbijod 
sap [ejUawepuoj Jdefqo, 7 ‘onbrwiou0s9 JtoAnod 
Np UOoeIUIOUOD BF] Isa BpeuRD ne ostidaNUS,p 
31391 op aJeteul ua asod as tnb uorsenb ayediourid 
RI ‘sanbi1ojsty 39 sanbiytjod suoste1 sap Inog 
SJUDUUOP SaIDUUOYID SaT 


“sInayeI}STUIUIpPe 

QUIWIOD IIAIOS ap s1qI[ed yney ap souuOsied sop 
JOPENSSIP op JojJo 1nod juswe[duns jWeine dAIssaoxa 
guyiqesuodsal oup~, “19]01JU0D & sIpUaNe,s 

Juda] qeuUOSIeI JUdANad souUOSIed sao anb 

99 & ION] 9S WeIAOP SoIped sap Jo sIndjeI]SIUTWUpe 
Sop ai[Iqesuodsal ve] ‘YdIOJ] 39 SfarURG UOTIS 


‘sayinsinod sap 11qe,| & 3119 JUaTeIAAp 

soireuuonjoe xne so1pnfeid janquaag un sIMUsAgId 49 
IIANOdep Inod aqeuuosies 110JJo UN yUOJ INb soiped 
$9] 9 SINdJeNSIUIWIpe Sa] “uOTsanb ua aorpnfeid 
NP LIPS JUSTUID|QeUUOSIeI asNed PT HOS 


OYIDIW 


b OLQUINN ‘% GUINJOA 


Z as0g 


eee 


SINIIVIISIUILIPe SOP UOISSTWO,] NO 9308,] onb nainod 
‘1O] Bf suep Sonagid JUaWaNOI[dxe soq[Iqesuodsa1 ap 
pie39,| & SINSJeIISTUIWUPL Sa] 91]UOD Jr}Da]TOD sInOdaI 
UN J9}U9jUT,P 9I[IQIssod ek] JUSTE saleUUOTIOR 

So] onb yUopULWIWODEI YDAOJ] 39 SjaruEG 

“ONON][E 9398 Jno} ItUsAgId A ke Ja astidanua,| 

OP SINAN SO] JOT[IOAINS & SOIOUT JUSUIDIIOJ 

919 JUSAIOP SInayeNstUTWpe saq onb jsa ua UosTeI 
By] ‘sInojeIsUIWpe xne osnpudy9 snjd gy1]Iqesuodses 
oun Josodun e ‘saguue solgiulep sao ‘epeued 

ne QoUepuUd} oUN, Pp 1¥}9 JUOJ YIAOJ] JO SjaruKG 
SANAIDASIUIUIPD Sap azijiqusuodsay 


‘9indiuew 

ag jusWaTIOvy don jnad JUsWIApUaI op InayeoIpuI 
329 onb adred astidanus,| ap sedljguaq xne Nqd 
SOP JUSWIONEN 9] IOI] Op IO}A9,p JUapuLUTUODAI SII 
Jo SUOTIOR Pp Jee, p suoI}do,p UNIO] eT snos s1Iey 
9S JVIAOP UONDSIIP BI Op SJoyd sap UOTeIQUNUIOI 
RB] onb JUaNJUOD s]] “UOTeIYSTUTWpe,p [IasuO 

Np juepisgid ap sajjao ap UONeIIp ey ap Joyo ap 
SUOT}OUOJ So] JoIedgs & JULSIA SAATILISIZ9] SoINsoUI 
op Jojdope sed yualesAap ou s[I 39 UOTeIISTUTWUpe, p 
S]I9SUOd So] JUa}dWIO9 aonb sInayeNstuWUpe,p s1quiouU 
9] JoyUNUIE[391 sed JUSIeIADP OU SJUSWIOUIaANOS 
saj aonb JUSWII}sa YDAOP] 39 Spare ‘sine 1eg 


*9UIOIX9 INdjeIsIUTWUpe UN 39 ssIId9IWUd | 

OIJUD [PIDIOWIWUOD UST] INO} Sp UdUTeUT J] SITPIOIUT & 
uodej ap o}UcIedsuey) snjd anpual jo d9adJassal a119 
WEIAIP 9UIO}X9 INIIeIISIUIUIPe, P UOIIUIJEp ev] STRUT 
‘(QUBISEP Sd] UO DUTWUOD ‘soUId}X9 SINd}eI)STUTWUIpe 
S9]) SUUaIpeULd soslidejUS sap UOTIeIISIUIWIpe , P 
S[lasuod sap arjied juassej sjuepusdgpul 

sorqnd sinayensturupe xnep aonb 1931x9,p 

JonuUOS jeIpNeyj [I,nb yuouuatnos sit ‘snd 

9 “S9}9I90S S99 ap sUOTIOR Sap INeIeA e] JoJUOWISNe 
d11eJ Op Jojjo Inod j1eine souusipeues sostidenua ,p 
suoljov p s1quiou pueis snjd un JIUs19p 

B SOUT Say JaseINODUD,p WeJ a] anb s11019 ap 
uostel ap nod e A [I nb Juan[ouod YAOI] Jo SperUBG 
UOYDAISIUIUIPD, p 

S]lasuod Ja SAnavjsiunupy “Uuoysay 


‘epeued ne salieuuolsa3 
Sap siljiqesuodsal ev] 39 JUoUNIOdwI09 2] onb 


Isule “gouoredsued) ev] 39 UONeS[NAIp e] JoIOI;OWe 

B JUASIA suOTISOdold sao ‘sinatigjue xneAe 

9P XN9d INs }9 SUINJOA 9] SUBP SoNuUa}UOD sayoIsyoeI 
SOP s}eI[NS9I Say Ins Juasodo1 inb ‘sanbitjod 

sap ued 9] Ins x1oyd ap sIquioU UrTe1109 uN 
juasAyeue sii jonbo] suep suotsnjouos ap osideyo un 
giedgid yuo uoneorgnd ev] ap sinojoazp say ‘snd oq 


"So[BJUSUISUIOANOS 

Sassosie] SoINe,p B NO suOTJUaAQNs sap eB d0RI3 
OIAIAINS Op JOIISEP & Sste] astIdaUs,p a139I eT 
sajjanbsap Inot19jul,| & sastidayua say saysgduis,p 
}9 B[BUONLUIOIUI 9DUSIINIUOD FP] & shed np sarenUOoI 
Sg] ‘JUeWJUZ] onb 3Q;nYd ‘JUoWIaprdes IANO, p 

4S epeueD ne sslidoUe,p s1891 eT JdIOI[9UIe, p 
JUSWISUIOANOS 9] Inod o1gIUeUI sINaT]IoW! eT anb 
jusUUSTINOS UOTJeOTTGnd ev] ap xneigUas sINd}99IIP 
SY] “epeued ne dstideue,p a1391 ey JaIOI[9WIe,p 
nat] wesne A [t,nb yuouraseyo JusUOU sYyoIOYIII 
OP SUINJOA 99 SUBP SNUd}UOd sjusUINDOp sa] 


‘aiqyinbg aisnf un IaANOI) & d}SIsSUOd INIjeISI39] 
np Yap x] ‘segyoejes dor sajsei sop IOAe,p 
dIyeulied as jnad au aIWIOUODS sUNONe ‘sinoT]Ie 
Ieq ‘Sollejje Sap ajinpuoo ey] Inod sjueyjransoe snyjd 
S]OIPUD SUP IO][EISUI,S JO]]e B SIOTe JWaTeIoYysIYO 
S9191N0S Op SJURISIIIP Soy Ied ‘sasnoInosts 

don astidanua p o1891 op sa]3eI sop 1aj}dope ,p 
dIneulied as ynad aU segSI[eIPUOW SIUIOU0D9 

gun suep sXed unone ‘aseJAno,| ap suOIsSN[IUOS 
sg] UOTag ‘arqeyinbg juswa[qIsIA onbruou0Ng 

yo onbiprinf surajsAs un ins Josodas Wop 91qI] 
9YydIeUI ap atuIOU0D9 oUN ‘snjd oq ‘sINassT}soAUl 
Sap soueIJUOD e] IUajUIeU Inod saq[atjUasse 

jUos astidaua,p 91891 ap sajuauTjed sajsQ1 soq 


‘UOTIESI[RIPUOW eT B IUPUI} 

e] ap quatnosgp Inb astideue,p 91391 ap satue;qoid 
xnoiquiou op onbrsidure asAyeue oun je ayosayoe 
9p seguUOp Sap jUaTIUOD [I,nb sored ulosaq uN 

B yepuodgs a8eIAno,] anb gusi[nos JUO sinoje10 So] 
‘yoI0J [epuvy 39 sjarueg uoy ‘uoneorqnd ey] ep 
xnevigugs sinajoelIp soy 19 AqaTyy PVYIJA] INsj}eugs 
a] ‘epeued atnsnpuy ‘onbrurouos9-ox01w anbiytjod 
RB] op ascyeuy ‘[e19Ug3 INa}eIIP ‘eIyINeD 

stuaq] suouuonUaU ‘estidexua,p o1891 e] Ins 


ae a ST ETE NT SI AE mR SA 
oe E——E—E—E—EE—E———e na ne 
OYIDIWN 


Dee eee SS 00 
——————— 


peur’) 


lel 


epeuey oujsnpu; epeueg Ajsnpu; a ny | 


8SSE-86IT OU NSST 
DpDUDD SarIAsag Ja SJuauauuoisiosddy Sap adISMUIP g 
‘a8pd adaiusap 
D] Y 4aj4odad as ‘uyajjng a9 suvp Ssaguuoluau suoyooyqnd 
$a] 4aanoodd as ap uosv{f 0] ANS sjipjap ap snjd amuaigo anog 
"I9ZI-166 (€19) nv anaidoogjai avd no ¢OLS-756 (E19) nv 
auoydajai 4vd suoywayqnd sa] $ajnoj ANS Sjuawuausiasuad Sap 
41uaigo jnad uc ‘asisauisy anboyo v a1jqnd 1sa uljajjng aD 


SUOISNJOUOD Sas ap Jd BUINJOA Np nuajuod np ndsoede 
un Jguuop Inod sajuasgid sayyeuuosiad soy] twWIed 


‘sastidaijua sop JUdWIOpUdI 

9] 39 UOISIOgp ap astid ev] JaAv sj1odde1 sas op 

J2 S919IDOS Sop a1391 | Op syoodse SIOAIP op JULIEN 
$9}X9} OZ JUSTIUOD 98eIANO, | ‘aIQIOURUTJ DYdIOYIOI 
op WUUsIpeUed UOIJepuo,y ke] DAR UONeIOGeI[OS 

ua g1edgigd ‘S¥IPSUl sap ja Sallejje p xnolj[IwW sop 
‘[BJUDUIOUIDANOS INnd}Oes np ‘onbrurspeoe spuouwl 
np sjuvjussgidol sap jesstunos inb yusWI9UP] 

UN,P d1ped I] SURP IOIUIOp dIQUID.EpP 9 2] OJWOIOL 
B JUIWITJIId1JJO S1[qnd npual nj (¢ ,U sYdIOYIEI ap 
yUsWINDOd) VpvuD_D nD Sasiidadjua Sa] Subp uo1si9ap 
ap asid DT 2{MNUI epeuUeD s1IJsnpuy,p s8eIANO, J 


0JUOIO]T, B JUIIIIUL’'T 
: pppuvy nv sasiidayua 
$a] SUDp UO1S1Iap ap asild VT 


‘uoneorgnd ey] op [e1guas Ina}oaIIp ap 3111) 

B VISE OJUOIOT, Op 9ISIOATUL) | op UANdyePY [neg 
‘OYSIOYIII Ip JUSWINIOP op SULIOJ sNos 966] UA 
soljqnd jUOIEs sdUdIQJUOD eT & SgUasgid sa}xa} S93] 
‘g[eUuly UOISIAQI oun sgidy ‘xneoIpuAs sauistue3I0 
sap Jed s99g1d sjuouade[d ap spuoy say aonb saqjay 
‘JUIUIIOULUTJ OP S1QIJEU UD S9JU999I SUOTIBAOUUI 
Sap JUOIOUTWEXA S|I Jo SoUUDIpeUed sastidamua sap 
g0udTIgdxa,| Ins JustaTeIDEd$s no} JUOIaYoUAd as 


Ci re allAyyaduod D] ANS JaUuLDI a4jou aq 
6 ee xy yuaUIua sda1quasafuod 


Sap aUunqld] D] D Sajiaul ulajsudag ja uIMpjDg 


Sore UDUSNAY [ND uoas ‘SadIDIDS Sa] Ans sajqoi9ipniasd 
sjaffa,p spd JUO,U UONDSIDIPUOU D] Ja ADLAWIUOD AT 


9 Cee e meee reer eee reese renee eres sereeesesssesesesene a1 S8o0j0uyIa} 
Ja SaDUAIIS Ua ALISNPUI-a}ISAaAIUN UOYDLOGD]JOD 


Pee sapDUoIoUsazul 
Suolnjijsul Sap ajo4 np ajivay KAISE D1A]KS 


["" Sauuaipouvs sasiadaijua Sa] SuDp uOoISI2ap ap asidd DT 


I POR e eee eee HEE EEC HO EEE HEHE HEEES ESET E EEE SEED EEE EE EEEES jon dpo 
np ayriDUL Np saualqosd sa] Ans aduasafuoD 


OAIUINU ad SUDG 


goudIgJUOD eT & SJuedioned say ‘[eydeo np gyoIew 
ne sgodov | 19 Sastide1jUd sap JUdUIDOULUTJ 3] ‘epeueD 
ne jeqded np 3nod 9] yUOIpusIdwos syusUINIOp 

Sop sInayne sa] Jed sogpioge suonsenb seq 


“syuournsop 

$90 OP UOISIOA OIQIWIOId eT INS SoITeJUSUWIOD 

Sop Jojuasgid ap sjuedionied xne e1yjoulted 

a][2 19 SautgTqoid sad ap URINE] $9}x9) sap Jo1edgid 
op gpueulap kB oIa}sIUT 9] INb & sajstyeroads 

Sop PIIUNDI aIUOOUSI VY “‘epeueD ne [ede np 
gyoieul np sourelqoid sa] sgutwiexd JUOIOS a][onbery] 
OP SINOD Ne ‘O66 IOWA} ,[ 39 JotAuel [¢ soy 
OWOIOL & VIpUdT) as Inb ‘adudIgJUOD OUN asTUeSIO 
‘QIQIOULUL] BYIOYIOI Op oUUdIpeUed UOTepUo-y 

B] DOAB UOTPIOGRI[OD Ud ‘epeUeD sINSNpuy 


ppvuvy) nv jojidvo np ayoavul np 
Sauajqgold Sa] ANS aduasafuod auQ 


966] 4001FT 
boN T JA 


anbuouoss04191U ayr1ayIas ap uNayng 


OUITIN 


The Micro-Economic Research Bulletin 


Vor aNne 
Spring 1996 


The Asia Pacific Region: Canadian 
opportunities and challenges 


Between 60 and 80 percent of Canada’s international 

commerce is with the United States. Economists 

generally concur that Canada could benefit by 
_ developing stronger investment and trade links with 
non-US countries. 


_ They agree too that the greatest opportunities for this 
_ diversification are in the Asia Pacific region. By the 
year 2,000, that area will account for about 25 
_ percent of world GDP — compared with about 12 
_ percent in 1965. That trend is reflected to a degree 
| in the Canadian experience. Canada’s commercial 
relations with the Asian economies have increased 
_ considerably, although from a small base, and the 
Asia Pacific region has already displaced the 
_ European Union as Canada’s second largest trading 

partner. But these macro-trends conceal some 
_ troubling shortfalls — in some countries, Canada is 
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scratching the surface of potential. In others we have 
actually been losing market shares to other countries. 


To examine Asia Pacific opportunities and challenges 
from a Canadian perspective, Industry Canada 
organized a two-day conference in Vancouver last 
December. 


At the sessions, experts presented 14 research papers 
on a wide spectrum of economic growth issues 
ranging from trade and investment, to environment, 
tourism and immigration. Other papers looked at the 
implications of policy developments in the region for 
Canada’s commercial and innovation policies. 


Alan Nymark, Assistant Deputy Minister of Industry 
and Science Policy, Industry Canada, opened the 
conference by emphasizing the importance of trade 
for Canada, and in particular trade with the Asia 
Pacific region. Exports and imports of goods and 
services, he pointed out, currently account for 
two-thirds of Canada’s GDP. Recent research 
strongly suggests that trade, foreign direct investment 
and technology complement each other. This means, 
Mr. Nymark argued, that governments’ efforts to 
liberalize trade and investment flows would be likely 
to trigger a cycle of increased economic integration 
among countries. This would make for a more 
efficient allocation of productive resources and 
contribute to growth in productivity and real incomes 
in Canada and elsewhere. 


This publication is printed quarterly. Information on all 
publications can be obtained by phone (613) 952-5704 or by 
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Profile of growth 

Among the main findings of the conference: 

The performance of Asian economies over the 
1980s supports the theory that the more open an 
economy, the faster it grows. However it is too 
early to assess how social capital and cultural 
attitudes affect economic growth. 

The Asia Pacific region’s industrial policies may 
have altered the industrial composition of 
Canada’s trade with these countries. Even after 
accounting for Canada’s natural resources 
endowment, large levels of exports in resources 
and resource-based products with the Asian 
countries remain. 

Although the chances of attracting new Asian 
investment to the Canadian provinces in general 
is very low, the odds could be improved, 
particularly in Ontario, through investment 
incentives. 

If China, India and Indonesia achieve the 
current average level of the middle-income 
countries in the Asia Pacific region, very large 
increases in aggregate consumption of resources 
will occur, and Canada will be able to benefit 
from this growth. 

Canada is well positioned to benefit from Asia 
Pacific export opportunities in the service 
sector, especially in certain types of business 
services and education services. 

An increase in tourist arrivals from the Asia 
Pacific region is bound to be one of the most 
important sources of Canadian exports to the 
region, if these economies continue to grow at 
the pace they have in the recent past. 

The reasons that motivate people from the Asia 
Pacific region to immigrate to Canada vary 
widely from country to country. The research 
indicates a strong positive correlation between 


the Asia Pacific immigrants and trade (both 


exports or imports) between Canada and the 
Asian countries. 

There is clear evidence that environmental 
quality in many East Asian countries is 
worsening, but it would be a mistake to rush to 
judgement about the dynamics. Economic 
growth in developing countries tends to increase 


many (but not all) types of pollution. In many 
of these countries, rising real incomes would 
cause many indicators to improve. 


SME performance and problems 
¢ The international participation rate of Canadian 
small- and medium-sized enterprises (SMEs) in 
the Asia Pacific region is far lower than that of 
large and very large firms: Canadian SMEs are 
quite competitive vis-a-vis American firms and 
large Canadian firms. 
e¢ Outward-oriented Canadian SMEs perform 
better than domestically-oriented SMEs. 
¢ SMEs seeking to do business in the region face 
obstacles of many kinds. They include: 
- formal and informal barriers to trade and 
investment; 
- limited availability of capital at a reasonable 
cost; 
- lack of access to up-to-date and 
comprehensive market intelligence; and, 
- lack of international experience managerial 
depth and dynamism. 
¢ In tackling these issues, Canadian policy-makers 
may find Australia’s experience instructive. 
Reduced trade and _ investment barriers, 
economic deregulation and proximity to the 
Asian markets have played an important role in 
improving Australia’s trade performance in the 
Asia Pacific region. By contrast, specific trade 
initiatives have had little or no effect. 


Conclusion 

In summary, the authors agree that Canada could 
benefit substantially from closer links with the Asia 
Pacific region. The gains would be realized in trade 
and investment flows, tourism, human resource 
development, innovation, technology diffusion, 
specialization, productivity and resource utilization. 


To realize this potential, Canadian firms need to 

move aggressively into the region. Governments can 

help in at least two ways: 

e by liberalizing trade and investment flows 
between Canada and the Asia Pacific 
economies; and, 
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e by providing comprehensive, up-to-date market 
intelligence on the Asian economies. 


Other ways in which government could promote 
Canadian SME participation in the Asia Pacific 
markets include: 

¢ measures to improve access to export and other 
financing; 

e helping to match Asian firms with Canadian 
partners for joint ventures or strategic alliances; 
and, 

* assistance in adopting and diffusing new 
products and technologies. 


On the topic of Science and Technology (S&T), the 
authors believe Canada should also aim at increasing 
the number of cooperative research projects between 
Canadian and Asian universities and research 
institutions. 


Before all this can happen, the authors emphasize, 
governments must clear away various barriers to 
scientific collaboration. The obstacles include 
inadequate protection of intellectual property rights, 
existing restrictions on foreign investment, and access 


to the Asian markets. 


Surveying APEC’s role, the authors opine that the 
_organization’s future depends on the ability of its 


member countries to agree that they all do in fact, 
liberalization and increased cooperation. 
Member countries must abandon the obsolete concept 


that trade is the one and only route to international 


exchange and globalization. The reality is that 
trade, investment and technology converge in a nexus 
that constitutes the core of international 
interdependencies among economies. 


Industry Canada will publish revised documents from 
the conference in a major research volume scheduled 
for release in the summer of 1996. Professor 
Richard Harris, of Simon Fraser University, is the 
General Editor. 
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Foreign direct investment and APEC 
economic integration 


Industry Canada will shortly release a study of 
foreign direct investment linkages in the Asia Pacific 
Economic Cooperation (APEC) group of nations. 
Authored by Ash Ahmad, Someshwar Rao and 
Colleen Barnes, the paper suggests that trade with the 
member nations of APEC will play a major part in 
promoting jobs and growth in Canada. And it 
concludes that foreign direct investment (FDI) 
linkages with Asian countries are crucial to building 
that trade relationship. 


Main Findings 

e Except for the Philippines, all Asian APEC 
member economies have enjoyed very rapid 
growth rates in output and real income since 
World War II. In so doing, they have gained 
significant ground over the industrialized 
economies. 

e Despite these gains, productivity and real 
income levels in most Asian countries (the 
exceptions are Japan, Hong Kong and 
Singapore) are still well below the levels in the 
non-Asian APEC economies. 

e Whence the Asian growth miracle? The study 
points to multiple driving forces. They include 
high savings and investment rates, rapid export 
growth, well educated and skilled work forces, 
low labour costs, favourable exchange rates, 
well developed infrastructure, and outward 
looking and market oriented economic policies. 

e These advantages will continue to make 
themselves felt. With a population of over two 
billion, the APEC market, has tremendous 
growth potential and, because of very large 
productivity and technology gaps, APEC’s 
Asian member countries should continue to lead 
the world in growth. But there is a proviso 
attached: they must stay the course on 
appropriate economic policies and must 
strengthen their trade and investment linkages 
within and outside the organization. 
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Other highlights 

The study finds that, except for Japan, Asian 
APEC member economies are generally much 
more open to trade than their non-Asian fellow 
members. 

During the second half of the 1980s. The share 
of FDI flows in domestic capital formation more 
than doubled in most of the APEC member 
economies. 

Shares of inward and outward direct investment 
stocks in GDP also increased substantially in 
most APEC member economies during the 
1980s. 

Overall, manufacturing and tertiary sectors 
account for much of the inward and outward 
FDI stocks in APEC member economies. The 
exceptions are the countries of the Association 
of Southeast Asian Nations group (ASEAN). 
The share of the tertiary sector in APEC inward 
FDI stocks increased considerably in the 1980s. 
In 1992, the FDI inflows of the People’s 
Republic of China (PRC) jumped to US$11.2 
billion, from only US$4.4 billion one year 
earlier. This made the PRC the second largest 
FDI recipient in the world (after the US) and the 
largest FDI host country in the developing 
world. 


APEC Economic Integration: Trade Linkages 
Between 1980 and 1992, the share of 
intra-APEC trade as a proportion of total APEC 
trade increased from about 58 percent in 1980 to 
about 70 percent in 1992. 

Trade linkages between APEC and _ the 
European Union remained virtually flat in the 
1980s while trade with the rest of the world 
declined dramatically. 


APEC Economic Integration: Investment Linkages 
In 1992, intra-APEC inward FDI stock 
accounted for about 50 percent of the total 
APEC FDI stock. Roughly equal shares came 
from Asian and non-Asian APEC members. 

In both the ASEAN and the _ newly 
industrializing economies (NIEs), the single 
most important source of FDI was Asian APEC. 


In particular, Japan and the NIEs are the 
principal source countries. Non-Asian APEC 
member economies are more important investors 
in the NIEs than in the ASEAN countries. 

¢ The shares of Japan and the EU in the total 
inward FDI stock of the non-Asian APEC 
region increased considerably in the 1980s. On 
the other hand, the importance of the US as a 
source country declined markedly. 

e In 1992, almost half of the APEC outward 
direct investment stock went to other APEC 
member economies, 30 percent went to the EU 
and 20 percent went to other countries around 
the globe. 


Trade and Investment Linkages 

The authors find that the following factors appear to 

have played a major role in shaping the trade and 

investment patterns of APEC member economies in 
the 1980s: 

e¢ faster economic growth in APEC member 
economies, especially in the Asian APEC 
region; 

e very low labour costs in the Asian countries 
(except Japan); 

e geographic proximity and rapid changes in the 
comparative advantage position of APEC 
member economies; 

¢ cultural affinity of economies in the three APEC 
sub-groups: namely Asian APEC, North 
America and the Australia/New Zealand (ANZ) 
duo; 

e regional free trade agreements (FTA, NAFTA, 
ASEAN and the ANZ); and, - 

e Focusing on two benchmark years, 1980 and 
1992, the study detected a strong, positive 
correlation between trade and investment 
patterns in the APEC economies. This finding 
supports the view that trade and FDI are 
complements rather than substitutes. 


Investment is leading the integration of APEC 
economies with trade linkages springing up in its 
wake. For policy makers, this suggests that efforts to 
facilitate investment and trade should continue. For, 
as these efforts bear fruit, pressures will inevitably 
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build up to harmonize policies among APEC 
countries in areas such as corporate law, intellectual 
property, and competition policy. 


Corporate governance structure, corporate 
decision-making and firm performance in 
North America: A trans-border comparison 


In Canada and other industrialized nations, there is 
growing recognition that corporate governance issues 
affect the economic performance of nations and 
firms. This insight has sparked lively discussion of 
corporate governance in both public and private 
sector forums. In Canada, for example, a Toronto 
Stock Exchange report recently examined the role of 
the board of directors in corporate governance and 
decision-making, and recommended measures to 
improve structure and practices in this field. 


Despite the current surge of interest, research and 
discussion of the policy aspects of corporate 
governance has been narrowly focused on the role 
of the board of directors in upholding shareholders’ 
interests and in minimizing agency costs. Another 
problem is that much earlier Canadian research on 
corporate governance has been primarily qualitative 
and lacking a base of rigorous empirical analysis. 


In Industry Canada's latest Working Paper, staff 
members Someshwar Rao and Clifton Lee-Sing, 
widen the canvas. Their study provides an in- 
depth, firm-specific empirical analysis of the 
interrelationships between corporate governance 
structure, corporate decision-making, and corporate 
performance in Canada and the United States. As the 
foundation for their analysis, the authors assembled 
a micro database on 3,000 U.S. and 766 Canadian 
firms. 


They start with a look at the structure of corporate 
Ownership and the size and the composition of the 
Board in the two countries. Next, using statistical 
techniques, the authors analyze the relationships 
between governance structure and decision and 
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performance variables in the Canadian and American 
companies. The decision variables include the debt 
to asset ratio, the capital-labour ratio, the R&D/sales 
ratio and the ratio of foreign assets to total assets. 
Performance variables include the growth of sales 
and assets, capital and labour productivity (levels and 
growth) and profitability. 


Sample characteristics 

¢ Sales and assets of the U.S. firms sampled in the 
survey totalled US$3.6 trillion and US$7 trillion 
respectively, compared with Canadian totals of 
US$397 billion and US$1.2 trillion. 

e The average sales and assets of Canadian firms 
are, respectively, US$0.54 billion and US$1.6 
billion. By comparison, U.S. firms have average 
sales and assets of US$1.2 billion and US$2.3 
billion respectively. The authors note that these 
differences stem from the presence of a 
disproportionately large number of small firms in 
the Canadian sample, compared with the U.S. 
sample. 

¢ Compared with their U.S. counterparts, the firms 
in the Canadian sample included a higher 
proportion of companies in the finance, insurance 
and real estate; mining; and resource-intensive 
manufacturing industries. On the other hand, the 
U.S. sample had a higher proportion of 
technology-intensive manufacturing; and service 
industries. The authors note that industrial 
distribution of firms in the two samples 
accurately reflects the comparative advantage 
position of the two countries. 


A central finding of the Rao and Lee-Sing study is 
that the governance structures of Canadian companies 
differ considerably from those of their American 
counterparts. This is particularly true with respect to 
the nature and concentration of corporate ownership, 
institutional ownership, inside ownership, and the 
composition of the board of directors. 


In Canada, the majority (55 percent on average) of 
the firms in all size classes and in most industry 
groups are legally controlled. In sharp contrast, less 
than 25 percent of the U.S. companies are legally 
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controlled. Differences in the ownership structure of 
American and Canadian companies are more 
pronounced for firms with sales over US$1 billion. 


The inside track 

On average, insiders (directors or officers of the 
firm) hold over 20 percent of company shares in 
Canada, compared with less than 10 percent in the 
United States. On the other hand, institutional 
ownership is considerably higher in the United States 
than in Canada. Institutional investors such as banks 
and other financial institutions, pension funds, mutual 
funds and other companies, on average, own about 
53 percent of the voting shares of the American 
companies, compared to only 38 percent in Canada. 


The study finds that, in both countries, the larger the 
firm in terms of total sales, the greater the number of 
directors and other senior officers. On average, 
inside directors — directors who are also officers of 
the firm — account for 20 percent of all directors in 
the Canadian companies compared with 22 percent in 
the United States. Foreign (non resident) directors, 
on average, account for 15 percent of all directors in 
Canada. Figures on non-resident directors of 
American companies were not available. 


In both Canada and the U.S., the CEO sits on the 
board of directors in most (close to 90 percent) of the 
companies. But, in only 34.5 percent of Canadian 
firms does the CEO also act as the chairperson of the 
board. In the United States over 60 percent of 
CEO/chairpersons wear the two hats. 


Rao and Lee-Sing find a fair degree of correlation, in 
both samples between the corporate governance 
structure and decision and performance variables, 
although they caution that the results are less robust 
in the case of Canadian firms. Other factors that 
significantly influence decision and performance 
variables in both countries are company size and 
industry characteristics. 


Effects on competitiveness 
How do these characteristics influence the 
performance of U.S. and Canadian firms? The 


study offers these findings. 

« Among U.S. firms, institutional ownership, the 
inside ownership ratio and the inside director 
ratio significantly influence profitability, 
productivity and growth performance. 

e The economic performance of widely held and 
effectively controlled American firms is 
significantly better than the performance of 
legally controlled firms. 

e In Canada, on the other hand, the inside director 
ratio has a positive impact on corporate 
performance. 

¢ The growth performance of Canadian firms, 
especially asset growth, is positively related to 
the foreign director ratio. 

e The size of the board, and whether the CEO is 
the chairperson of the board or not, do not seem 
to matter much for corporate performance in the 
two countries. 

¢ In both countries, the performance of firms with 
sales under US$100 million is significantly 
weaker than firms with sales over US$2 billion. 


To sum up, the findings of the Rao and Lee-Sing 
study indicate that, in the United States corporate 
ownership structure makes a difference to corporate 
economic performance and decision-making. In 
Canada, however, these variables do not seem to 
matter much. Large differences in the ownership 
structure between the two countries could explain the 
differences in statistical results. 


Allowing for the differences 

These findings imply a need for different policy 
approaches to corporate governance in the two 
countries. 


In the United States, government initiatives aimed at 
improving institutional ownership and activism, 
increasing the inside ownership and reducing the 
ownership concentration would improve corporate 
performance. 


In Canada, on the other hand, government and 
corporate efforts should concentrate on improving 
corporate governance practices such as reducing 
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executive entrenchment and differential voting rights, 
protecting and strengthening minority shareholder 
interests, enforcing director liability and enhancing 
disclosure requirements. In addition, say Rao and 
Lee-Sing, their research provides no support for 
government intervention with regard to the size and 
the composition of the board in both Canada and the 
United States. 


Red tape, regulation and R&D incentives: 
Measuring the costs 


When they designed Canada’s Scientific Research & 
Experimental Development (SR&ED) Tax Credit 
Program, policy makers built in rigorous compliance 
standards in terms of reporting and other procedures. 
The objective was sound enough: to ensure that 
credits under the program would support only those 
kinds of activities that the government wanted to 
encourage. But some critics have suggested that stiff 
standards can be self-defeating. Specifically, they can 
inflate compliance costs to the point of discouraging 
firms that might launch R&D projects from making 
use of the program. 


Are compliance costs truly counter-productive in this 
sense? 


Yes and no, say Alan Macnaughton, Sally Gunz and 
Karen Wensley in an Industry Canada Occasional 
Paper titled, Measuring the Compliance Cost of Tax 
Expenditures. The authors find that despite 
complaints about burdensome record-keeping in the 
SR&ED program, average annual compliance costs 
for the firms that they sampled are quite low — 0.7 
percent of the credits claimed. They would be even 
lower, they say, if they added the value of provincial 
incentives, which require relatively little additional 
compliance costs. From this they conclude that the 
SR&ED program is cost-efficient in delivering 
support to R&D programs in Canada. 


But, the authors caution, when the averages are 
broken down by size, the arithmetic changes. For 


Ss SSSSSSSSsssnnnsneeenesemereeee nee eee 


claims under $200,000 the compliance cost is much 
higher, reaching 15 percent or more. In studying this 
phenomenon, Mcnaughton, Gunz and Wensley 
examine various factors which might affect 
compliance costs, including size of firms and whether 
the credits were refundable. Their finding: the most 
significant factor is the size of the claim rather than 
company size — indeed even large firms which make 
small claims can face relatively high compliance 
costs. 


Looking at start-up and audit costs, the authors find 
that complaints about the burden notwithstanding, 
they tend to be even lower than annual compliance 
costs. 


These findings stood up under cross-checking. In 
addition to gathering objective cost information, the 
authors asked claimants in their sample how they felt 
about annual compliance costs. Seventy-three 
percent rated compliance costs levels as acceptable. 


Are we managing to succeed? 


“Are Canadian management skills up to the 
challenge of competing successfully in the global 
knowledge-based economy?” 


The question is tackled in Management Skills 
Development in Canada, a new Industry Canada 
Occasional Paper, prepared by Keith Newton as 
analytical background for one of the department’s 


new strategic information services — known as 
CONTACT! - The Management Information 
Network. 


In his paper (Number 13 in the Occasional Paper 
series) Newton examines empirical evidence on the 
following issues: the quality of management in 
Canada, the demand for and supply of management 
skills development products and services; and the 
quality and availability of information in the 
management skills market, and the policy 
implications of all these matters. 
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Newton notes that while technological advances and 
smart ideas are critical to success, today’s truly 
innovative manager is required to be more than a 
pioneer in the introduction of hardware and software. 
He or she must also be avant garde in the creation of 
an organizational climate, friendly to innovation, 
within which the new tools can be put to good use 
and flourish. 


Furthermore, says Newton, while success demands, 
as always, fastidious attention to a fickle market and 
exemplary finance and marketing, it also requires a 
new breadth of vision. Specifically, it demands what 
he calls “a global mind set” that transcends parochial 
and even national boundaries to seek new markets, 
new knowledge and new ideas. Furthermore, today’s 
managers must place special emphasis on the 
development of “intangible assets,” in particular on 
the nurturing of intellectual capital — the ultimate 
source of competitive edge in the new economy. 


The paper cites numerous surveys which make the 
case that, in relation to these new challenges, the 
skills of Canadian managers may be found wanting. 
The deficiencies exist across a wide spectrum of skill 
levels and types, right down to basic competences 
and are nowhere more intractable than in small- and 
medium-sized firms. For example, a recent Industry 
Canada/Statistics Canada study of growing small 
firms identified management skills as the most 
important factor contributing to growth. Yet survey 
results showed that a majority of respondents rated 
Canadian small business management capabilities 
“poor” or “very poor”. 


These shortfalls, the author suggests, may be 
affecting our international performance: while 
Canada ranked twelfth overall in the 1995 World 
Competitiveness Report, her standing in the 
management category (sixteenth) is not up to par. 


The programs are there 

In its survey of the supply side of the market, 
Newton’s paper clearly shows that there is no 
shortage of management development programs and 
services available to Canadian firms. Why then, are 


they not taking advantage of them? 


The reasons may lie in history and culture. Newton 
cites several surveys which support the contention 
that in Canada management development is simply 
not thought of as an integral part of doing business. 
These findings are consistent with the popular theory 
that because of a rich inflow of immigrants’ skills, 
Canada has not developed a strong “training 
culture”. A 1991 survey of 1,000 Canadian firms 
found that only a little over one third had even 
formulated policies on management training and 
development — and only 12 percent of managers at 
all levels had participated in such programs. (In 
contrast, a 1989 survey of US firms showed 84 
percent offering management skills development.) 


Nor does the situation offer grounds for optimism 
about the development of the “global mind set”, 
alluded to above. A report from Canada’s Corporate 
Higher Education Forum concludes that one of the 
major obstacles to further progress’ in 
“internationalizing” Canadian management is neither 
the business schools nor governments, but business 
itself: “Canadian executives, for whatever reason, 
are uninterested in formal international management 
training”. 


Pyramids and pinnacles 

Moving in for a closer look at the market for 
management skills, Newton starts with the demand 
side. He proposes the model of a pyramid resting on 
a broad platform of basic skills such as literacy and 
numeracy and core competencies like 
communications. This foundation supports more 
specific competencies such as job-specific technical 
skills. At the top of the pyramid are what the author 
calls “pinnacle skills.” These are attributes of the 
kind that are critical for success but that are 
frequently innate and extremely difficult to acquire: 
vision, creativity, flair and charisma. 


One surprising finding from the demand side is that 
many individuals and businesses with management 
deficiency problems have no idea that they have 
them. In some cases managers don’t know what 
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their needs are. Businesses typically do not identify 
management shortcomings as an area requiring 
improvement through training. 


Findings derived from programs of the former 
Department of Industry, Science and Technology 
show that clients often mis-diagnosed their problems 
as being technology-related when, in fact, they 
derived from deficiencies in such areas as work 
organization and training. Such findings point, of 
course, to the need for efficient, friendly, and 
accessible diagnostic tools — one of the major policy 
conclusions of the paper. 


On the supply side, the paper describes the vast array 
of available management development products and 
services. However it underlines a major conclusion 
of Industry Canada’s sector campaign on commercial 
education and training services that the industry lacks 
coordination and “identity”. 


The good news 

One of the brighter spots in the supply discussion is 
the observation that business schools are responding 
to the realities of the new environment with new 
pragmatism. More institutions are offering courses 
that meet the real-world management needs of small 
firms — for instance in entrepreneurship, training for 
women in management, and on-going business in 
foreign countries. 


The paper also points to distinct signs that Canada’s 
university sector is beginning to forge links to 
business and respond to its needs. 


With luck, says the author, we may have changed 
course away from the destination described by 
Harold Leavitt of Stanford, who warned that North 
American MBA programs were _ systemically 
transforming “well-proportioned young men and 
women ..... into critters with lop-sided brains, icy 
hearts and shrunken souls”. 


Having said that, the paper’s main message is 
nevertheless cautionary. This is a market beset by 
problems of imperfect information about what’s 
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available in the way of management development 
programs. The sector’s products and services are not 
well-known among Canadian businesses. A study by 
the Canadian Labour Market and Productivity Centre 
concludes that the lack of a simple and affordable 
source of information on available training programs 
in Canada is the key factor impeding business access 
to skill development. 


This information gap is covered prominently in a 
policy discussion in the last part of the paper. Here 
the author argues that government could play a 
useful role in providing and disseminating strategic 
information on management development products, 
services, policies, and practices. A generic model 
for a management information directory is discussed, 
as are specific plans for an Industry Canada initiative 
which has now come to fruition in the form of the 
Management Information Network (MIN). 


The paper concludes with suggestions for further 
work. The author sees a need for research to 
constantly feed and enrich the benchmarking and 
best-practices dimension of the MIN. Beyond that 
we should redouble efforts to foster dialogue and 
cooperation between industry and academia. One 
area in which such collaboration is particularly vital 
is in giving Canadian firms better access to the 
“research” end of the management science spectrum. 
This would help businesses to understand, and apply 
leading-edge management information, strategies, 
and techniques. 
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Richard Caves on the growth and decline of 
multinational enterprises: From equilibrium 
models to turnover processes 


Recent developments in the analysis of change and 
turnover in business populations could be useful 
additions to the tool kit of policy makers and their 
advisors in the analysis of multinational enterprises 
(MNEs). This was one of the main points made in a 
recent lecture by the renowned American economist 
Richard Caves. 
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In a November 1995 address to Industry Canada staff 
in the Distinguished Speakers in Economics Series, 
Caves challenged his audience to go beyond the 
traditional static analysis approaches to MNEs and to 
think of them as moving through a process of 
systematic change. 


Leading his audience through the literature on 
turnover processes, Caves argues that firms making 
up an industry are constantly being reshaped by 
churning and changes in fortune. They undergo 
systematic processes of birth, expansion, contraction 
and demise. The resulting changes in efficiencies 
will have a straightforward impact on revenue and 
cost position. Even large firms are not insulated 
from these effects, although, because of their size, 
the impact may not be immediately apparent. 


In his lecture, Caves extracted several broadly-based 
observations from the literature, including the 
following: 

markets with high gross rates of entry exhibit 
high rates of exit; 

accelerated rates of exit in the recent past speeds 
the current rate of entry; 

the larger the size of the entrant the better the 
chance to survive; and, 

concentrated industries or industries using 
complex bundles of proprietary assets experience 
more changes in control while unconcentrated 
industries or industries with simpler firms endure 
more plant openings and closures. 


Sifting through research on turnover processes and 
their applicability to MNEs, Caves pulled together 
three salient conclusions: 

e MNEs, too, have learning curves where 
investment in foreign markets is concerned — 
over time they get better at it; hazards diminish 
and failure rates fall as the number of expansions 
increases; 

e MNEs tend to "optimize" their learning by 
expanding through a series of stepping-stone host 
countries. The usual progression is to start with 
the nearest and/or most familiar, to use the 
experience gained there in the next expansion, 


and to repeat the process in subsequent moves; 
and, 

e the risks associated with foreign direct investment 
are more independent of the risks in otherwise 
comparable domestic investment. This is because 
MNEs in foreign markets typically sell off the 
corpse of their defunct subsidiary to a domestic 
firm operating in the foreign market. 


Reviewing the public policy implications of his 
findings, Caves underscores the intrinsic uncertainty 
associated with foreign investment. In light of 
turnover process and random realizations, 
disinvestment and withdrawal by MNEs might simply 
be responses to bad market outcomes. "If one is 
trying to lure foreign investment", he concludes, 
"one should be prepared to offer some subsidies or 
tax relief money down what will turn out to be, in 
some instances, rat holes." 


Beyond Miami ’94. What a difference a 
year makes 


Jeffrey Schott, Senior Fellow at the Institute for 
International Economics in Washington, D.C. was a 
recent guest speaker in Industry Canada's 
Distinguished Speakers in Economics Series. In his 
address, titled, Prospects for Western Hemispheric 
Free Trade, Schott reviewed progress since the 
Miami Summit of the Americas in December 1994. 
That was the meeting at which First Ministers 
committed their countries to negotiating a 
comprehensive free trade agreement (FTAA) by the 
year 2005. 


The theme of Schott's lecture was "what a difference 
a year makes". Twelve months after Miami, 
conflicting pressures were being exerted both to 
complete and to impede an FTAA. 


Several roadblocks have emerged. First, the U.S. 
Senate blocked "fast track" approval for U.S. trade 
negotiations. This stalled Chilean accession to 
NAFTA and obstructed American progress in 
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extending NAFTA-like preferences to twenty-four 
countries in the Caribbean Basin Initiative. 


Next, the Mexican peso crisis and subsequent debate 
on the rescue package raised questions over the 
sustainability of economic reforms in Latin America, 
the ability of developing countries to adjust to open 
competition, and the value of free trade pacts with 
low-wage competitors. Finally, political 
developments such as border conflicts in South 
America and the U.S.-Columbia drug conflict cast 
doubts on whether the requisite harmony exists to 
work together towards an FTAA. 


However, not all the news is bad, says Schott. 
Economic reforms continue to advance throughout 
the region. Key tax reforms are lowering reliance on 
trade taxes and shifting towards consumption-based 
systems. Several nations are privatizing state-owned 
enterprises, particularly in the energy and 
telecommunications sectors. Policies and_ trade 
practices are converging as a result of participation in 
the Uruguay Round. Finally, at official levels, seven 
working groups were established at the June 1995 
Ministerials in Denver with four more to be 
established at the March 1996 Ministerials. They 
will work to clear existing obstacles on the path to 
integration to prevent new ones from emerging, and 
to deal with issues not covered by existing 
sub-regional or multilateral agreements. 


Overall, Schott feels that arrival at an FTAA will 
most likely be accomplished through an evolution of 
existing sub-regional integration efforts accompanied 
by a "big bang" approach in which all participants sit 
down and negotiate parts of the deal. That said, he 
feels that NAFTA-type models and norms will 
dominate any hemispheric integration package. 


Despite the current political impasse in the U.S., 
Schott feels that it is in the U.S. national interest to 
continue pursuing an export-oriented approach in 
order to relieve U.S. protectionist pressures. He 
argues too, that U.S. participation is a necessary, but 
not sufficient condition for western hemispheric 
integration. For hemispheric integration to succeed, 
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the major countries of Latin America and the 
Caribbean must continue to develop and augment 
their own economic reform programs. 
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FROM THE COMPETITIVENESS NOTEBOOK 


Concentration of Ownership in Percentage of Voting Shares Held By 


Canada and United States Institutions, By Size Class 
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Source: Industry Canada compilations using data from Compact Disclosure Source: Industry Canada compilations using data from Compact Disclosure 
Canada, Compact Disclosure Worldscope and Compact Disclosure SEC. Canada, Compact Disclosure Worldscope and Compact Disclosure SEC. 


CORPORATE OWNERSHIP IN NORTH AMERICA 


¢ The level of concentration of corporate ownership or corporate control is measured by the number of voting 
shares held by one or a small group of shareholders. That is, the defacto control of the voting shares. 


e There are three categories of ownership concentration: widely held control - in which companies have no 
shareholder or group of related shareholders that own, directly or indirectly, more than 20 percent of the voting 
shares; effective control - in which companies have one shareholder or a small group of shareholders owning, 
directly or indirectly, 20 to 49.9 percent of the voting shares; and legal control - in which one or a small group 
of shareholders owns, directly or indirectly, more than 50 percent of the voting shares of a company. 


e Inthe Canadian sample, almost 80 percent of the firms are either legally controlled or effectively controlled 
compared to only 60 percent in the United States. 


e Recent research suggests that institutional owners such as financial institutions, pension funds, mutual funds 
and other corporations play an important role in improving the corporate decision-making process and 
corporate performance. 


¢ — Institutional ownership in the Canadian sample increases systematically with firm size in all the six size classes, 
except for the largest size class. However, this relationship is not as prominent as in the American sample. 


¢ The institutional ownership varies considerably across the major Canadian industries, from a low of about 10 
percent in agriculture, forestry and fishing to a high of almost 70 percent in technology-intensive manufacturing 
industries, with an average of about 38 percent. In the United States, on the other hand, it varies in a narrow 
range of 45 to 56 percent, averaging 53 percent. 
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RECENT RELEASES 


Industry Canada Working Paper Series 


No. 6 - Measuring the Compliance Cost of Tax 
Expenditures: The Case of Research and 
Development Incentives, Sally Gunz, 

Alan Macnaughton, and Karen Wensley. 


No. 7 - Corporate Governance Structure, 
Corporate Decision-Making and Firm Performance 
in North America, Someshwar Rao and 

Clifton Lee-Sing. 


No. 8 - Foreign Direct Investment and Economic 
Integration in the APEC, Ash Ahmad, 
Someshwar Rao and Colleen Barnes. 


Industry Canada Discussion Paper Series 


No. 2 - Technological Change and International 
Economic Institutions, Sylvia Ostry. 


No. 3 - Canadian Corporate Governance: Policy 
Options, Ronald Daniels and Randall Morck. 


Industry Canada Occasional Papers 


No. 12 - Technology and the Economy: A Review 
of Some Critical Relationships, Michael Gibbons. 


No. 13 - Management Skills Development in 
Canada, Keith Newton. 
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Industry Canada Research Volumes 


The Implications of Knowledge-Based Growth for 
Micro-Economic Policies 


Industry Canada Working Paper Series 


No. 9 - World Mandates Strategies for Canadian 
Subsidiaries, Julian Birkinshaw 


No. 10 - R&D and Productivity Growth in 
Canadian Communication Equipment and 
Manufacturing, Jeffrey Bernstein 


No. 11 - Changing Canadian Industrial Structure: 
Shifts in Output and Growth, Surendra Gera and 
K. Mang 


Industry Canada Discussion Paper Series 


No. 4 - FDI and Market Framework Policies in 
APEC Member Economies, Ronald Hirshhorn 


A complete list of Industry Canada research publications and 
information on all publications mentioned above can be 
obtained from the Micro-Economic Policy Analysis Branch, 
Industry Canada, 

5th Floor, West Tower, 

235 Queen Street, 

Ottawa, Ontario, 

K1A 0H5 

Telephone: (613) 952-5704 

Fax: (613) 991-1261. 


Research Volumes can be purchased from the University of 
British Columbia Press, 

Telephone: (604) 822-5959 

Fax: 1-800-668-0821. 
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The Micro-Economic Research Bulletin 


SADE EB SPITE DAD IT ET LTS ETI DE DALIT IE OED 


Industry Canada's research publications Working Papers: a series of analytical papers 


with micro-economic themes, using new 
I : ene 
are now available on the Internet micro-databases that address broad, horizontal 


issues with wide appeal and relevance to public 
policy debate. Internet status: summaries available 
now; downloads will be available later. 
Occasional Papers: papers of a specialized or 
descriptive nature, or literature surveys, many of 
which provide direction for follow-up empirical 
analysis. Internet status: summaries available now; 
downloads will be available later. 

Discussion Papers: policy syntheses and general 
policy papers, less rigorous and empirical than 


Good news for readers of MICRO and other 
Industry Canada research publications. Access is 
now as close as your computer keyboard, via 
Strategis, the department's Internet site at 


http://strategis.ic.gc.ca. 


In addition to MICRO, the family of publications 
now Internet-available comprises: 


Research Volumes: summaries of collections of other research studies, but focused on approaches 
authored papers, each related to a micro-economic to strategic micro-economic, public policy issues. 
theme. Each volume covers the proceedings of a Internet status: summaries available now; 

major conference, in which the authors submit to downloads will be available later. 

public peer review. Internet status: available Reports on Business Environment: 

on-line now. comprehensive reports on changing business 


conditions, primers on institutional frameworks 
7. SRA & affecting business performance, and surveys of 
Vv 


In this issue \\ business attitudes and perceptions. Internet status: 


AUG 26 49 summaries available now; downloads will be 
Industry Canada's research publications are now 3 available later. 
available on the Internet..........0.0.scseseeeee %, a2 tdi 1 ¢//Monthly Economic Indicators: a report on 


; ’ te 3) y of \S7 current happenings in the Canadian economy in a 
gna! es oe somal AGES i convenient, easy-to-read form. Each issue provides 
understanding the COMNNECTIONS...........0cccceceveeeeneeeens Z in-depth coverage of a major economic issue. 

Internet access: available now. 


K : sp Mp 
eg a Ove are inicro~econorne Micro-Economic Monitor: quarterly analyses of 


RE rehire lear ces ea sncteics coo erscte hadi eu tpincoews 4 ct 
economic conditions. Here too, each issue provides 
_ John Whalley on taxes and international in-depth coverage of a major economic issue. 
CE IVENER Cn We xccats aekn sn sok banc Dsanantaahaeasonswares >> 5 Internet access: available now. 


SAT EF EES STS EEE TE RE 


__ It's time for the social contract to catch up: Judith 


This publication is printed quarterly. Information on all 
publications can be obtained by phone (613) 952-5704 or by 
facsimile at (613) 991-1261. Specific purchasing information 
can be found on the last page of this publication. 

© Minister of Supply and Services Canada 

ISSN 1198-3558 


James Brander: sustainable development and the Easter 
RI CCUCTION cas ce vcssetsc stv ccseenssscsavisecteedessacses ih 


| 
td | 
k +i Industry Canada __ Industrie Canada G an ada 


MICRO 


Provincial Industrial Overviews: information 
gathered in discussions with representatives of 
individual firms, compiled to give you advance 
warning of changing patterns and developing 
trends. Internet access: available now. 


Availability of these publications on the Internet 
means that you can now access our information 
services as soon as you decide you need them. The 
Strategis system incorporates a user-friendly 
process that lets you conduct focussed information 
searches of our research products. That done, you 
simply download the information you need - no 
hunting for addresses or phone numbers, no orders 
to place, no forms to fill out. Try us today. 
Strategis is located at: 


http://strategis.ic.gc.ca 


Capital markets and Canadian 
competitiveness: understanding the 
connections 


In terms of business investment and 
competitiveness, a critical factor in making firms 
and economies succeed is access to capital. As we 
move further and further toward globalization, 
capital market issues become more complex and 
crucial. 


To examine these issues from a Canadian 
perspective, Industry Canada joined with the 
Financial Research Foundation of Canada last 
winter in staging a conference on capital markets. 


Approximately 115 people registered for the 
Toronto gathering at which experts from Canada, 
the United States and Europe presented research 
papers. 


In opening remarks, Denis Gauthier, Director 
General of Industry Canada's Micro-Economic 
Policy Analysis Branch, underlined the connection 
between capital markets and achievement of 


Canada's economic growth targets. He reminded 
the audience that public policies aimed at fostering 
a climate conducive to business competitiveness in 
Canada must stand on the bedrock of a solid 
understanding of capital markets in this country. 


Over the next two days, experts from Canada, the 
United States and Europe presented 13 research 
papers for peer review, on topics ranging from the 
cost of capital in Canada to recent innovations in 
financing. 


Main findings 

Two general findings emerged on the linkage 

between capital markets and investment in Canada: 

e As the cost of capital rises, the level of 
investments in capital falls. 

e There tends to be a direct and positive 
relationship between a firm's cash flow and its 
level of investment. 


Comparison of capital markets in Canada and the 
United States revealed some interesting differences. 
From 1976 to 1994, for example, Canada's pre-tax 
cost of capital was two percentage points higher 
than that of the U.S. The main contributor to that 
spread was the premium that lenders charged for 
what they perceived to be a higher country risk 
inherent in Canada's investment environment. 
Another finding was that Canadian firms, on 
average, had a higher debt-to-equity ratio than their 
American counterparts. 


Corporate Taxes and Competitiveness 

The marginal effective tax rates that Canadian 
firms face vary widely by sector and province. 

This variation may cause lower levels of investment 
and growth within Canada compared with 

countries in which corporate taxes are more 
harmonized. 


Having said that, the research indicates that 
Canada's corporate tax system cannot be held 
responsible for the relatively high cost of capital in 
this country and, in fact compares favourably with 
other industrialized nations. 
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In 1995, for example, compared with other G7 
countries, Mexico and Hong Kong, Canada had the 
second lowest marginal effective tax rates for both 
manufacturing and services. In part, this reflects 
generous capital cost allowances and low inflation 
expectations in Canada. 


Venture Capital 

Access to venture capital (equity and so-called 

"mixed financing" for young privately-held firms) 

is a crucial requirement for the entrepreneurial 

sector. Conference findings on this issue included 
the following: 

e The geographical pattern of venture capital 
activity in Canada does not match the 
geographical pattern of economic activity. The 
level of venture capital is relatively high in 
Quebec and relatively low in Ontario and in 
Atlantic Canada. 


_¢ "High tech" industries make up a 


disproportionately large share of venture capital 
investments. But spending on research and 
development by firms funded by venture capital 
is no higher than the Canadian industrial 
average - approximately 3% of revenues. 

¢ Generally speaking, although a small number 
of venture capital investments do very well, the 
rate of return on most is lower than the 
alternative risk-free rate. 


| e Investors in venture capital funds tend to put 


their money into the development rather than 
the start-up of firms. 


| e The pattern of exits from venture capital 


financing is dominated by insider (management 
or corporate) buyouts with 37% of exits 
characterized by insiders buying out the 
venture capitalist. 

¢ Write-offs are more likely in Canada than in 
the U.S., with mortality rates of 32% and 21%, 
respectively. 


| Equity Markets 


For young, growing firms, equity rather than debt 


_ has become the financial instrument of choice. 


_ This change has particularly important implications 
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for capital markets in Canada, in a time when the 
national economy is moving from traditional 
resource and manufacturing to services and 
knowledge-based industry. Firms in these latter 
sectors derive value from commercial ideas, patents 
and other intangible assets that are difficult to 
appraise and, in the event of trouble, virtually 
impossible to salvage. Consequently, traditional 
lenders such as banks or bondholders tend to be 
risk-shy of financing knowledge-based enterprises. 
In this situation, the development of a strong initial 
public offering (IPO) market is a necessary 
pre-condition for the shift to a knowledge-based 
economy. 


In reviewing Canadian responses to this problem, 
the Conference took note of the success of the 
Alberta Stock Exchange Junior Capital Pool in 
enabling small and medium-sized enterprises 
(SMEs) to raise equity through IPOs and secondary 
financing. 


Miscellaneous findings 

e In an international comparison of small 
business loan guarantee programs, Canada's 
arrangements emerged in the first rank, with 
low default rates, reasonable guarantee rates 
and reasonable fees. 

e Financing choices by large firms are sensitive 
to corporate earnings, growth and economic 
conditions but, apparently, not to tax changes. 

e Experience in Quebec indicated that 
labour-sponsored venture capital funds have 
had little impact on employment. 

e An assessment of the Quebec Stock Savings 
Plan showed that the program did not achieve 
its goal of helping small businesses to access 
capital but that it did assist medium and large 
size corporations in financing equity capital. 
There was little positive impact on job creation 
within Quebec. 


Conclusions 

In summary, the authors agree that a full 
understanding of capital market and financial issues 
facing Canadian firms is imperative to the long-run 
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success of a growth strategy. 


They also make the point that if financial and 
capital markets are operating competitively and 
efficiently, government has a limited part to play in 
these markets. One role for the public sector is to 
create the right financial environment for the 
expansion of firms and the stimulation of 
investment and economic growth in Canada. To 
this end governments should work to reduce 
interprovincial differences in corporate tax 
structures and tax expenditures. To stimulate 
investment spending, they should target their 
policies to a reduction of the cost of capital to 
Canadian firms where market failure is involved. 


Some of the authors said that it might be necessary 
to examine the efficacy of tax-assisted venture 
capital programs in terms of the goals of job 
creation and economic growth. Governments 
should avoid subsidizing equity investment and 
should instead direct their policies to the 
encouragement of real investment activity. 


A strong IPO market is a necessary financial 
market condition for industrial shift toward a 
knowledge-based economy. Specifically, Canada 
needs more stock exchange programs which allow 
SMEs to raise equity through an initial public 
offering (IPO), and through secondary financing. 
These programs should be regionally based with 
close monitoring by regulatory authorities. 


A common theme in all papers and discussions was 
the need for a better understanding of failures in 
capital markets and of ways to deal with them. 
Indeed, the general view of the conference was that 
correction of market failures in financial and capital 
markets should be the primary objective of 
government policies in this area. Any policies that 
impact on financial and capital markets should be 
designed to minimize inefficiencies. 


Government also needs to review regulatory and 
tax policies with a view to determining which 
policies impede the efficiency of financial and 


capital markets. In this process, governments 
should also identify those that could be eliminated 
or modified. 


Industry Canada will publish the final documents 
from the conference in a major research volume 
scheduled for release in the winter of 1996/1997. 
Professor Paul Halpern, of the University of 
Toronto, is the General Editor. 


Knowledge-based growth and micro- 
economic policy 


One of the most recent additions to Industry 
Canada's bookshelf of research volumes is "The 
Implications of Knowledge-Based Growth for 
Micro-Economic Policies," which was officially 
released in April. A month before that, the 
Department organized a panel discussion on its 
contents for approximately 50 representatives of the 
business community, government and academics 
from the National Capital area. 


The discussions centred around presentations by 

four guest speakers: 

¢ Professor Peter Howitt - General Editor of the 
research volume, who summarized its contents 
and related them to Canadian public policy; 

e Peter Nicholson, who discussed the 
implications of knowledge-based growth for 
Canadian businesses; 

e Daniel Keating, who built his presentation 
around the theme of a learning society in 
Canada; and 

e David Crane, who focused on the role of 
government in the new economy. 


In their presentations, the speakers suggested that 
the presence of increasing returns and externalities 
inherent in R&D activities argue for some form of 
government involvement. And, based on the 
findings of the research volume, they highlighted 
the following prescriptions: 

e Instead of playing the game of targeting sectors 
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and trying to pick winners, governments should and spillovers. Mismatches occur in the 
make it their business to foster the kind of financial sector, between financial institutions 
flexibility in the economy that would get rid of and new businesses. They happen in the labour 
losers quickly. market, between employers and new graduates, 
¢ Governments should avoid spending splurges in and in the education sector, between 
support of great technological leaps forward. curriculum and required job market skills. 
They would accomplish more by backing less Government can potentially reduce these 
dramatic but steadier progress, including mismatches and increase private sector 
"catch-up" and "crawl-ahead" innovation. efficiency. 
¢ Policies for economic growth must support both e Spillovers from basic research may signal 
"open science" and "proprietary science". under-investment in this activity. Here 
Accordingly, governments should assign a high government can help by supplying researchers, 
priority to the establishment of an intellectual fostering industry-university linkages, and 
property regime that provides incentives for encouraging risk-sharing in the development of 
innovation while also fostering diffusion of new knowledge. As examples of this policy, 
knowledge. the S&T Review, and Technology Partnerships 
¢ Government policy should reflect the reality Canada were mentioned. A central role for 
that innovation and the development of human government is to gather, analyze and 
capital are complementary. Policies that disseminate information. 
achieve this kind of integration will do a better 
job of stimulating innovation than those with a The overall conclusion of the discussion was that 
narrow focus. laissez-faire is not necessarily an optimal policy 
_e Business managers are focussed on the short when it comes to science and technology. Many 
term bottom line in order to maintain their countries intervene heavily in influencing 
share of institutional investors. Long term technological change, including the U.S. 
strategies, therefore, suffer. There have been However, government involvement should not 
relatively few major science and engineering replace market forces, but harness them in order to 
breakthroughs over the last 20 or so years, and facilitate the necessary adjustments that are 
| we have been living off past discoveries. Only required in the new economy. In this respect, the 
| government can afford to invest in the long economy needs a central agency that can coordinate 
| term and concentrate on basic science. interdependent goals of Canadians and provide a 
_¢ But the discovery of new knowledge is not vision for the country's future. Thus, the federal 
| defined by Canadian policy only; it is set by government still has a critical role to play in 
) other large industrialized countries, and Canada building a more innovative, knowledge-based 
) only plays a small role in generating new ideas. economy. 


Not only is a strong economy essential to a 
strong society, but the reverse is also true. 
Because of the interdependence of social and John Whalley on taxes and intern Tional 
technological innovation, the development of ee 

human resources is crucial to launching Canada competitiveness 
into the global economy. Here, the 
government can play a central role in balancing 
and sustaining both economic prosperity and 
the social environment. 

© Government involvement in the economy can 

| be justified in two critical areas: mismatches 


Do high taxes really hurt national competitiveness? 
Put another way: does it make sense for 
governments to cut taxes to improve the 
competitive odds on world markets? 


ii 
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Not necessarily, says John Whalley of the 
University of Western Ontario, who maintains that 
policy assumptions about the linkages between 
taxes and international competitiveness are "more 
fragile than claimed". 


Addressing Industry Canada staff last January in a 
lecture in the Distinguished Speakers in Economics 
Series, Professor Whalley reviewed what, in his 
view, are some major misconceptions, fallacies and 
pitfalls about the taxation/competitiveness 
connection. 


Quoting from Paul Krugman, on what he considers 
to be the most basic misconception of all, Whalley 
said "it is crazy to talk about competitiveness in this 
way since nations do not compete - firms do". 


Whalley criticized the line of reasoning that begins 
by assuming that taxes represent a cost of doing 
business and goes on to conclude that high taxes 
mean high costs. Following this logical chain, the 
resulting high costs undermine competitiveness on 
international markets, impair trade performance 
and cause economic ill-effects. 


But the evidence does not support the charge, 
argues Whalley. On the contrary, studies have 
found that taxes have considerably less effect on 
trade than direct trade-oriented instruments such as 
trade related investment measures (TRIMs). And he 
points out that taxation levels do not seem to have 
affected growth performance in high tax countries, 
such as Sweden and Germany in the 1970's and 
80's. 


Taxes and Canadian competitiveness 

How does all this apply to Canada? As Whalley 
sees it, raising taxes here would have little effect, 
one way or the other, on competitiveness - and he 
marshals three main arguments to support this 
conclusion. 


First, on the evidence of empirical trade modelling, 
taxes are borne by fixed factors, such as resources 
and human capital. Since, internationally speaking, 


these are relatively immobile, the only effect of 
raising taxes is to diminish the rents or profits from 
these fixed factors. 


Second, an increase in corporate taxes may well 
have only limited, marginal effects on the taxed 
entity. If a company can deduct the financing costs 
on its debt, the tax system will have only a small 
effect on marginal investment decisions. 


Third, because of the international mobility of 
financial capital, raising taxes in Canada would 
only raise the level of debt financing and erode the 
tax base, but would have no real impact on 
competitiveness. 


Tax neutrality 

Whalley also looks at the issue of the neutrality of 
taxes with respect to trade. By moving taxes from 
an origin to a destination basis (with rebates for 
exports), one shifts, in effect, from a production to 
a consumption tax - which is neutral with respect to 
trade. 


Whalley is not absolutist in this argument, 
conceding that "of course taxes can have some 
competitiveness effects." He concedes that, given 
the co-existence of high taxes on labour income and 
some elasticity of labour supply, the final effect of 
tax hikes would be to increase the gross wage and 
decrease the net wage. This would make the price 
of labour-intensive goods relatively more expensive 
and would affect the pattern of trade. Tax breaks 
(or the absence of taxes) may also affect trade by 
shifting resources to the tax-free sector. 


Nevertheless, he concludes, neither the record nor 
existing business practices support the assumption 
that high taxes inevitably debilitate economic 
growth: the evidence is not there. 
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It's time for the social contract to catch 
up: Judith Maxwell 


In the harsh economic environment of our times, 
Canadian society is at the cross-roads - we can 
either rewrite the social contract or risk 
polarization of our society. Assuming we go the 
first route, we must begin by breaking down some 
of the conceptual walls that now compartmentalize 
social and economic policy. 


This was the central theme of a presentation by 
Judith Maxwell, President of Canadian Policy 
Research Networks Inc. (CPRN), in Industry 
Canada's Distinguished Speakers in Economics 
series. 


In Maxwell's view, a "regime shift" in economic 
policy has taken place since the late 1980s. This 


_ adjustment began with the reorientation of 


monetary policy to the goal of dampening 


_ Inflationary expectations and gathered momentum 
_ with the signing of the Canada-U.S. Free Trade 


Agreement. Liberalization of trade in North 
America, says Maxwell, has remoulded economic 


_ policy in two significant ways. By opening the 
door to increased competition from imports, it 
_ signalled the twilight of policies geared towards 


tariff and subsidy protection. Meanwhile, on the 


export front, free trade shifted policy goals in the 


| 
| 


direction of an aggressive pursuit of new export 
markets. Another new factor was concerted action 
by governments to bring deficits down. 


And now it is time for a second regime shift, 
Maxwell contends - this time in social policy. The 
existing safety net, based on outdated perceptions 


_ of the labour market and family structure, is no 


longer resilient enough to meet the demands of the 
_ 1990's and has to be fixed. Failure to make these 
_Tepairs and to re-write the social contract will lead 
to a polarization of society. 


| 
_ According to Maxwell, we need changes at two 
| levels: 

-¢ Governments must no longer base economic 


| 
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policy on the short-run view that 
competitiveness and cost-minimization are 
synonymous. 

¢ Social policy must shift away from a total 
dependence on the state. 


Overall, there needs to be more emphasis on 
self-reliance and on affordability. This prescription 
would require government to play a continued 
active role in the economy. However, it must do 
so in a policy environment that places a much 
stronger emphasis than now exists, on individual, 
family and employer responsibility. 


Maxwell believes that these policy objectives are 
reconcilable in the nexus where economic and 
social policies meet; and particularly in areas where 
society divides responsibilities between 

individuals, families, employers, and the state. 


As Maxwell sees it, conditions are ripe for this 
reorientation not only in terms of economic 
circumstances but public attitudes. According to 
CPRN research, Canadians want efficient and 
affordable government, have a strong commitment 
to collective action, and place responsibility to the 
next generation high in their priorities. They are 
also clear-eyed about deficiencies in the status quo. 
They understand the need to wring inefficiencies 
out of existing programs, to get the incentives 
right, and to concentrate support for people where 
it is most needed. In short, they are ready to 
rewrite the social contract between the citizen and 
the state. 


James Brander: sustainable development 
and the Easter Island scenario 


Are current rates of resource exploitation, coupled 
with environmental degradation, sowing the seeds 
of a future decline in living standards and worse? 
The question has preoccupied a succession of 
futurists throughout the centuries, including the 
Club of Rome in the early 70s. And it was posed 


MICRO 


again by Professor James Brander of the University 
of British Columbia in a lecture he presented 
recently in Industry Canada's Distinguished 
Speakers in Economics series. 


In effect, Brander has been attempting to integrate 
resource modelling into growth modelling so as to 
clarify relationships between resource use and 
growth interaction in modern economies. 


As a model to corroborate his theory, Brander 
reached out to Easter Island, one of the most 
isolated and remote places on the planet. In that 
compact setting, he says, a deadly sequence of 
events that has bedevilled humanity through the 
ages was played out long ago on a miniature scale. 
A once-renewable resource was overused until, 
eventually, living standards began to deteriorate 
and the population to decline. In the end, Easter 
Island's civilization itself disintegrated. 


Although outright extinction is a possible outcome 
of this simple model, Brander does not suggest that 
it is humanity's inevitable fate. However, he does 
point out that resource overuse is a more common 
pattern than previously recognized and that its 
victims litter history. For example, Brander 
attributes the decline of the Mesopotamians and the 
Aztecs to a downward spiral in which resource 
degradation led to population decline followed by 
civilization decline. He raises the question of 
whether contemporary Canada may not be in the 
very early stages of the Easter Island trajectory - 
specifically, could the dramatic decline of fish 
stocks off our coasts be a precursor of much worse 
trouble for our society? 


Brander notes that dire predictions of the outcome 


of resource overuse and environmental degradation © 


have been proved wrong in the past. The bleak 
forecasts of the Club of Rome, for example, have 
so far remained unfulfilled, largely because 
improved understanding and technical advances 
have allowed humans to use resources more 
efficiently. 


In his lecture, Brander also examined the influence 
of trade liberalization on the Easter Island outcome. 
Based on previous work he has done in this field, 
he suggests that trade in renewable resources could 
lead to a decline in the long-run real income of the 
resource-based country, because of market 
incentives to over-harvest the resource. He 
concludes that there is a strong case to be made for 
the linking of resource-based management practices 
to trade policies. 
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A Marked Increase in Canada's Trade Orientation Importance of international Investment is also Growing 
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GROWING OUTWARD ORIENTATION IN BOTH TRADE AND INVESTMENT 


e The share of exports of goods and services in real GDP rose sharply from 29 percent in 1990 to over 41 
percent in 1995. 


e The import penetration ratio also increased markedly in the 1990s. 
e Trade orientation increased in all provinces. 


e The complementarity between trade and FDI is supported by the high degree of intra-company trade by 
foreign subsidiaries in Canada. 


¢ The importance of both inward and outward foreign direct investment (FDI) in the Canadian economy 
increased significantly in the 1990s. 


e The stocks of Canadian direct investment abroad and FDI in Canada increased from about 33 percent of 
GDP in 1990 to nearly 40 percent in 1995. 


¢ The sources of FDI into Canada are diversifying - the U.S. share of the Canadian FDI stock declined by 
almost 8 percentage points from 75 percent in 1985 to 67 percent in 1995, while that of all other countries 


and regions, notably the E.U., increased. 


e This dramatic rise in Canada’s outward orientation is a sign of increased specialization in the Canadian 
economy. 


* These trends bode well for the future competitiveness and dynamism of the Canadian economy. 
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RECENT RELEASES 


Industry Canada Research Volumes 


The Implications of Knowledge-Based Growth for 
Micro-Economic Policies. 


Industry Canada Working Paper Series 

No. 7 - Governance Structure, Corporate Decision- 
Making and Firm Performance in North America, 
P. Someshwar Rao and Clifton R. Lee-Sing. 

No. 8 - Foreign Direct Investment and APEC 
Economic Integrationin, Ashfaq Ahmad, 


Someshwar Rao and Colleen Barnes. 


No. 9 - World Mandates Strategies for Canadian 
Subsidiaries, Julian Birkinshaw. 


Industry Canada Discussion Paper Series 


No. 2 - Technological Change and International 
Economic Institutions, Sylvia Ostry. 


No. 3 - Canadian Corporate Governance: Policy 
Options, Ronald Daniels and Randall Morck. 


Industry Canada Occasional Papers 


No. 12 - Technology and the Economy: A Review 
of Some Critical Relationships, Michael Gibbons. 


No. 13 - Management Skills Development in 
Canada, Keith Newton. 


FORTHCOMING 


Industry Canada Research Volumes 


The Asia Pacific Region in the Global Economy: A 
Canadian Perspective. 


Industry Canada Working Paper Series 


No. 10 - R&D Productivity Growth in Canadian 
Communication Equipment and Manufacturing, 
Jeffrey Bernstein. 


No. 11 - Long-Run Perspective on Canadian 
Regional Convergence, Serge Coulombe and 
Frank C. Lee. 


Industry Canada Discussion Paper Series 


No. 4 - FDI and Market Framework Policies in 
APEC Member Economies, Ronald Hirshorn. 


A complete list of Industry Canada research publications and 
information on all publications mentioned above can be 
obtained from the Micro-Economic Policy Analysis Branch, 
Industry Canada, 

Sth Floor, West Tower, 

235 Queen Street, 

Ottawa, Ontario, 

K1A OHS 

Telephone: (613) 952-5704 

Fax: (613) 991-1261. 


Research Volumes can be purchased from the University of 
British Columbia Press, 

Telephone: (604) 822-5959 

Fax: 1-800-668-0821. 
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The Micro-Economic Research Bulletin 


Forthcoming Industry Canada Research 
Volume on The Asia Pacific Region in 
the Global Economy: A Canadian 
Perspective 


International trade is the lifeblood of the Canadian 
economy. Exports and imports of goods and 
services presently represent close to 85 percent of 
Canada’s real GDP, and their importance in the 
Canadian economy has been increasing very rapidly. 


Canada’s international commerce has been 
dominated by the United States. Canada could 
benefit a great deal by developing stronger 
investment and trade links with non-U.S. countries. 


Forthcoming Industry Canada Research Volume on The 
Asia Pacific Region in the Global Economy: 
A Canadian Perspective. .................... 1 
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The greatest opportunities for this diversification are 
in the Asia Pacific Region: by the year 2000, this 
region is expected to account for over 25 percent of 
world GDP. 


Industry Canada’s forthcoming research volume 
will fully examine the Asia Pacific opportunities 
and challenges from a Canadian perspective. The 
14 individual research papers cover a wide spectrum 
of economic issues ranging from trade and 
investment, to environment, tourism, immigration, 
and the implications of policy developments in the 
region for Canada’s commercial and innovation 
policies. 


Productivity Growth in Canadian 
Communications Equipment and 
Manufacturing 


Advances in technological knowledge, achieved 
mainly through investment in research and 
development (R&D), are a prime determinant of 
productivity growth in Canadian manufacturing 
over the long term. In a study recently released by 
Industry Canada, Jeffrey Bernstein of Carleton 
University, writes that R&D capital accumulation in 
one segment of the economy influences productivity 
growth in other industries. An industry’s 
productivity growth, therefore, depends on its own 
R&D activities and on those of other knowledge- 
generating industries. This, notes Bernstein, has 
stimulated a growing interest in the sources of R&D 
spillovers. High-tech industries, in particular, 
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exhibit relatively high rates of productivity growth 
and are important sources of R&D spillovers. In his 
study, Bernstein focuses on firms operating in the 
Canadian communications and other electronic 
equipment industries. 


The study has three main objectives: 

to estimate the effects of R&D spillovers from 
the communications equipment industry on the 
structure of production or factor intensities in 
the Canadian manufacturing sector. The effects 
of spillovers from U.S. manufacturing are also 
examined. 

to analyze productivity growth in Canadian 
manufacturing as a whole and determine the 
sources of that growth, including spillovers 
from the communications equipment industry 
and the U.S. manufacturing sector. The study 
also looks at the productivity performance of 
communications equipment in Canada. 

to estimate the private and social rates of return 
to R&D capital. Private rates of return measure 
the benefits that accrue to those engaged in 
R&D activities, while social rates measure gains 
to all the users of the investment. 


Findings and conclusions 

Between 1966 and 1991, the rate of productivity 
growth in communications equipment was 150 
percent higher than in manufacturing. Unlike 
manufacturing, the communications equipment 
industry did not experience a productivity 
slowdown in the post-1973 period. Scale 
economies linked to output growth accounted 
for 65 percent of all productivity gains in the 
industry, according to Bernstein. 

As a source of R&D spillovers, the 
communications equipment industry affects the 
production structure of the whole manufacturing 
sector. In particular, these spillovers reduce 
factor intensities associated with physical 
capital, labour, and intermediate inputs, while 
increasing knowledge intensity in 
manufacturing. 

The communications equipment industry is also 
a source of important productivity gains in 


Canadian manufacturing. This contribution 
even increased during the post-1973 period, 
when Canada experienced an overall 
productivity slowdown. Bernstein shows that 
communications equipment spillovers had a 
moderating influence on the erosion of 
productivity performance in Canadian 
manufacturing. 

In relative terms, the effects of R&D spillovers 
from U.S. manufacturing are even greater than 
those from the Canadian communications 
equipment industry, accounting for 76 percent 
of the average annual rate of productivity 
growth in Canadian manufacturing. Bernstein 
reckons that R&D capital inputs in Canadian 
and U.S. manufacturing are substitutes. 

When the effects of these spillovers are 
combined, expanding R&D capital in 
communications equipment will increase R&D 
intensity in manufacturing. In turn (and all 
other factors being equal), this reduces the need 
for further R&D expansion in communications 
equipment. 

Spillovers from the U.S. electrical products 
industry increase R&D intensity in the Canadian 
communications equipment industry. R&D 
capital stocks in these two industries are 
therefore complementary. In addition, R&D 
capital in the U.S. electrical products industry 
has a greater impact on the production structure 
of the Canadian communications equipment 
industry than does R&D capital in Canadian 
manufacturing. 

Bernstein estimates the social rate of return to 
R&D capital in the communications equipment 
industry to be about 55 percent, or 225 percent 
higher than the private rate of return. In 
manufacturing, the differential is estimated at 
21 percent, or 24 percent. These differences 
suggest that there is an underinvestment in R&D 
in communications equipment, but the industry 
is not unique in that regard; there are other 
manufacturing industries where social rates of 
return to R&D capital also exceed the private 
rates. 
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What should government do? 

While he does not support a return to “picking 

winners,” Bernstein does have a number of policy 

suggestions for government: 

e Encourage R&D investment through policy 
incentives that focus on R&D capital formation; 
these policies should not be directed at 
particular industries. 

e Provide information to facilitate joint ventures 
aimed at new product development and promote 
joint research or “laboratory” ventures. 

e Amend legislation and regulation in order to 
lower transaction costs associated with joint 
ventures. 

¢ Reduce the regulatory burden on producers to 
encourage more indirect means of internalizing 
the spillovers arising from R&D. 

e Use tax expenditures and tax subsidies to 
encourage R&D capital formation. 

¢ Take into account R&D spillovers in any 
analysis of the relative costs and benefits of 
government tax policies aimed at R&D 
investment, in order to understand the full 
benefits associated with these policies, not only 
in encouraging R&D investment, but also in 
contributing to improved living standards 
through higher rates of productivity growth. 


Long-run Perspective on Canadian 
Regional Convergence 


Most of the income convergence that has occurred 
since the mid-1970s has been brought about by 
taxes and transfers, according to Serge Coulombe of 
the University of Ottawa and Frank Lee of Industry 
Canada. Moreover, they say in a recently released 
working paper, factor mobility may have reached its 
limit in helping to reduce regional disparities within 
the existing Canadian economic structure, and only 
taxes and transfers (and possibly other government 
programs) are left to close regional gaps further. 


In their examination of the long-term evolution of 
regional disparities in per capita incomes in Canada, 
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Coulombe and Lee take a broad view, first 
surveying the numerous empirical studies of 
convergence across OECD countries and regions 
that have been published since the late 1980s. Many 
of these studies document convergence among 
OECD countries during the 1870-1913 period; they 
note that income convergence subsided between 
1914 and 1945 but resumed its course after World 
War II. 


Until the 1990s, the general view on the persistence 
of large regional economic disparities in Canada 
was somewhat pessimistic. In recent years, 
however, many empirical studies devoted to this 
subject have somewhat altered the conventional 
wisdom regarding the persistence of these regional 
disparities. 


Income per capita: a provincial overview 

The authors discuss the evolution of the provinces’ 
per capita incomes over the period studied. By far 
the poorest province when it joined Canada in 1949, 
Newfoundland has made quick progress since then, 
and its per capita income today is close to the 
average for the other Atlantic provinces. In Prince 
Edward Island, the catch-up process appears to have 
steadied since the early 1950s. After the shock of 
World War II, relative incomes of New Brunswick 
and Nova Scotia also began a steady catch-up 
process in the early 1950s. 


Relative per capita incomes in Quebec, the second 
largest province, decreased throughout the 1930s 
and early 1940s, but started climbing slowly from 
World War II until the mid-1970s. On the other 
hand, relative per capita income in the richest (and 
biggest) province, Ontario, remained steadily at 
20% above the Canadian average from the early 
1930s to the early 1970s; the gap has since 
narrowed. 


Manitoba remained closed to the Canadian average 
until the end of the 1950s, but its relative per capita 
income has steadily declined since. In 

Saskatchewan, the evolution has been very volatile, 
driven by the success of crops and the evolution of 
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relative prices of agricultural products. The 
collapse of relative agriculture prices in the 1930s 
had a particularly devastating effect on the economy 
of that province. 


Until the mid-1940s, Alberta’s economy depended 
on agricultural products and its relative personal 
income per capita followed much the same path as 
that of Saskatchewan. The pattern became smoother 
with the rapid expansion of the petroleum industry 
in the postwar period, but Alberta’s relative per 
capita income rose and fell again between 1975 and 
the 1990s, in line with changes in the relative prices 
of oil and natural gas. Until very recently, the 
diversified resource-based and export-oriented 
economy of British Columbia generated per capita 
incomes above the Canadian average. 


Income convergence 

Neo-classical growth theory suggests, say 
Coulombe and Lee, that within regions with similar 
technology and preferences, the catch-up process of 
poor regions to rich ones follows a smooth, 
transitional dynamic path altered only temporarily 
by random shocks. Based on four different concepts 
of per capita income (earned income, personal 
income minus government transfers, personal 
income, and personal disposable income), the 
authors show that this theory is not representative of 
the convergence process observed among Canadian 
provinces since 1926. 


There is no evidence of convergence for the nine 
provinces prior to the entry of Newfoundland into 
Confederation in 1949. All four types of per capita 
income began to converge after 1950, but there is no 
evidence that convergence has occurred with respect 
to earned income and personal income minus 
government transfers since 1977. Thus, say the 
authors, taxes and transfers have been the main 
contributors to income convergence over the past 
two decades. 


World Mandate Strategies for Canadian 
Subsidiaries 


What factors contribute to the success of the world 
product mandates of foreign-owned subsidiaries in 
Canada? How competitive are these subsidiaries in 
domestic and world markets? In a recently released 
working paper, Julian Birkinshaw, of the Institute of 
International Business and the Stockholm School of 
Economics, examines how world product mandates 
are obtained and how they are related to various 
aspects of subsidiary performance. 


Three key factors 
¢ According to Birkinshaw, the key predictors of 
world mandate success are the subsidiary’s 
internal attributes and, most critically, its 
upstream capabilities — i.e., research and 
development (R&D) and manufacturing. 
¢ World product mandates are gained through two 
types of subsidiary initiatives, says Birkinshaw. 
Internal initiatives are associated with tight 
integration and an entrepreneurial subsidiary 
culture; external initiatives, with high 
autonomy, R&D capabilities, and strong 
leadership. 
Mandate performance is related to that of the 
subsidiary as measured by “subsidiary value- 
added,” which is a qualitative estimate of its 
contribution to the corporation. 


pica of findings for public policy. 
As Birkinshaw sees it, mandate success is 
driven from within the subsidiary rather than by 
the nature of the parent/subsidiary relationship. 
This conclusion points to the importance of 
nurturing an entrepreneurial business culture in 
Canada’s foreign-owned industrial sector. 

¢ Subsidiaries with world product mandates seem 
to develop in industries with a relatively low 
level of Canadian competition — an unexpected 
result, writes the author. This finding suggests 
that Canadian subsidiaries are better at gaining 
“niche” mandates in relatively uncompetitive 
industries than at gaining leading-edge 


Page 4 


Volume 3, Number 3 


ee 


MICRO 


Ssh eeeeeeeeeeeSSSSeeeeeeSFSFSsSeSSSeeeesesee 


mandates in those industries in which Canada 
has a stronger presence. 


Market Framework Policies in APEC 
Economies 


Intellectual property protection has been a source of 
considerable friction among members of the Asia 
Pacific Economic Cooperation (APEC) group over 
most of the past decade. These tensions, writes Ron 
Hirshhorn, an economic consultant, largely reflect 
differences in perspective between net exporters and 
net importers of goods that embody intellectual 
property (IP) rights. While APEC members have 
implemented some important IP changes in recent 
years, a number of economies still have some 
distance to go in order to meet international 
requirements. There are also gaps in some areas of 
IP enforcement within APEC. 


IP protection is one of a number of market 
framework policies that are the focus of debate 
among trading countries. The rapid growth of 
foreign direct investment (FDI) and the dominant 
role of transnational corporations in the 
globalization process are creating new challenges in 
the design of these policies. In his recently released 
discussion paper, Hirshhorn examines how policies 
aimed at achieving national goals have the potential 
to undermine growth and welfare maximization 
objectives in an interdependent world. Large 
differences in market framework laws and policies 
and in their implementation among the trading 
partner economies could distort the allocation of 
FDI and other productive resources, create trade 
frictions and conflicts, slow down the integration 
process, and reduce the extent to which countries 
could individually and collectively benefit from the 
activities of transnationals. 


An effective competition policy promotes 
innovation, provides greater consumer choice, 
improves product quality, and lowers prices to 
consumers. Liberalized trade and investment 
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policies can increase domestic competition, but 
while competition and FDI are complements in 
principle, they may collide in practice. For instance, 
an overly restrictive merger legislation in APEC 
member economies would discourage FDI and slow 
down economic integration in the region. Similarly, 
transnational corporations, with their specialized 
assets and enormous economic power and networks, 
could exert considerable market power and engage 
in anti-competitive activities. 


Adequate protection of intellectual property rights — 
in the form of trademarks, copyrights, patents and 
industrial designs — would stimulate innovation, 
improve economic efficiency and facilitate 
economic integration within APEC. On the other 
hand, inadequate IP protection will retard 
innovation and dynamism, slow down the 
integration process, and increase conflicts and 
frictions anong APEC member economies. At the 
same time, IP protection has the potential to 
increase the monopoly power of the producers of 
brands, literary and artistic works, and new products 
and processes. Accordingly, the member economies 
need to take into account the interests of both 
producers and consumers in deciding how much 
protection should be granted to intellectual property. 


These two issues — competition policy and 
intellectual property rights — are very important to 
APEC because FDI has played a key role in the 
integration of its member economies. Hirshhorn 
examines in some detail potential problems and 
possible solutions in these two key policy areas. 


He expresses three major concerns with regard to 
competition policy in APEC. First, a number of 
Asian economies do not have competition 
legislation. He notes, however, that in Hong Kong 
and Singapore the dominance of foreign trade and 
investment has limited the potential for anti- 
competitive practices. Second, significant 
differences in competition policy approaches and 
enforcement have, on occasion, been a major source 
of friction among APEC member economies. Third, 
export agreements and other anti-competitive 
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practices tend to be assessed almost entirely in 
terms of their impact on domestic residents, 
although they may also affect other APEC member 
economies. 


APEC members have a common interest in reducing 
frictions and creating an environment that is 
conducive to freer movement of capital and 
technology. In this context, Hirshhorn suggests 
some broad guidelines that could serve as a guide to 
APEC’s future strategy in the areas of competition 
policy and IP rights. He argues that in view of the 
vast economic, social, and cultural differences 
among APEC members, harmonization is not a 
realistic goal. Instead, they should agree on certain 
standards and benchmarks with regard to the scope 
and coverage of competition and IP policies, on a 
system of effective enforcement, and on a dispute 
settlement mechanism. 


On competition policy, Hirshhorn believes APEC 
members could learn from, and build upon, the work 
being done at the Organisation for Economic Co- 
operation and Development (OECD) and the United 
Nations Conference on Trade and Development 
(UNCTAD). He also recommends that APEC 
explore the possibility of working on a strategy that 
would ultimately lead towards some degree of 
policy convergence. Although there remain some 
potentially difficult issues to be addressed, APEC 
economies have strengthened their IP policies 
significantly in recent years. However, Chinese 
Taipei, the People’s Republic of China, and Papua 
New Guinea are not yet members of the World 
Trade Organization (WTO), nor have they signed 
the recent agreement on IP protection reached under 
the General Agreement on Tariffs and Trade 
(GATT). Hirshhorn’s recommendation for the 
APEC member economies is to consult and 
cooperate among themselves in the implementation 
of the GATT agreement towards resolving issues 
that were not addressed by the agreement and 
developing a more effective enforcement 
mechanism. 


The Introduction of Dynamics to 
Traditional Static Demand Analysis and 
the Ability of Firms to Segment Their 
Markets 


“It may be quite economically rational for firms to 
set prices below costs,” argues Christopher Green of 
McGill University. “Under certain conditions, 
which are not that uncommon, it is possible for 
firms to temporarily set prices below current short- 
run marginal costs or average variable costs and be 
profitable.” 


In his April 1996 address to Industry Canada staff as 
part of the Distinguished Speakers in Economics 
program, Professor Green examined the 
consequences that the introduction of dynamics and 
the ability of firms to segment their markets have 
for traditional static-demand analysis. 


Innovation and economic dynamism flow not only 
from new products and new production technologies 
but also from the nature of demand and the 
production/distribution processes themselves. 

When products are characterized by 1) high start-up 
costs, 2) demand that is segmented over time, 3) 
physical durability that exceeds their economic life, 
and 4) variable costs that fall as a result of learning- 
by-doing, producers are in a position to earn 
substantial profits on incremental production. In 
turn, this profit potential acts as an inducement to 
further innovation. 


Firms faced with such demand-production 
technology characteristics may well decide to set 
prices below current marginal as well as average 
costs, especially during the early stages of the 
product cycle. This is because such firms may 
rationally price on the basis of long-run production 
costs, which fall as production expands. During the 
introductory stages of the product, a set price may 
fall below average and/or marginal costs. At the 
end of the product cycle, however, prices may 
exceed average costs and earn excess profits, 
offsetting losses incurred during the early stages. 
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The personal computer and fashion goods industries 
are examples of products that meet the four criteria 
mentioned above: start-up costs are certainly high; 
purchasers appear to vary their impatience for new 
or updated versions; the durability of the products 
exceeds their technological or fashion life; and costs 
fall as producers learn how to produce more 
computers or fashion goods. The semiconductor 
industry is another example. In most cases, prices 
are observed to decline over the lifetime of any 
version of the product. 


“Overall,” concludes Green, “these theoretical 
underpinnings may have important implications for 
tests of predatory pricing, for evaluating allegations 
of dumping, and, possibly, for explaining the 
success of the Japanese industrial strategy.” 


Measuring the Benefits from Spectrum 
Auctions 


There is an awful lot of money to be made through 
the use of our airwaves, so why shouldn't 
government take a piece of the cut? In an early May 
Distinguished Speakers in Economics presentation 
entitled “Measuring the Benefits from Spectrum 
Auctions,” Jerry Hausman, MacDonald Professor at 
the Department of Economics of the Massachusetts 
Institute of Technology, gave Industry Canada staff 
an overview of the theory of auctions and the 
benefits from selling off various bandwidths of the 
spectrum. 


Suppose you are the government and you have in 
your possession something that businesses value 
highly. How do you disperse the “good” so that the 
disparate, competing interests of business are 
addressed? “Well,” says Professor Hausman, “if 
that good is the spectrum and it was many years 
ago, you would probably have given it away on a 
first-come, first-served basis; or you might have 
held comparative hearings or even a lottery. 
However, if the time is now you might consider 
using an auction to allocate your spectrum.” This 


“new” option stems from a suggestion made in an 
economics literature article back in the 1950s. 
“Auctions,” explains Hausman, “provide for an 
efficient allocation of resources since the spectrum 
ends up being used in the area of its highest value 
use. However, in order for this to happen, the rights 
to the spectrum must be fully transferable in 
secondary markets (i.e., via re-sale).” 


In the United States, auctions have been held since 
1995 for various spectra — two-way paging, 
personal communications systems (PCS), direct 
broadcast satellite (DBS), and enhanced specialized 
mobile radio (ESMR). So far, there is general 
agreement that the auction process has worked well. 
The U.S. government has raised approximately 
$20.5 billion from the auctions so far, and 
consumers have also benefited. As spectrum rights 
were auctioned off for many regions across the 
United States, not all bidders could bid in all 
markets. In addition, the PCS industry competes 
with cellular telephones. As a consequence, 
competition has opened up and prices have fallen, 
leading to more subscribers. 


There are three sources of benefits from auctioning 
off the spectrum: 1) greater consumer value from 
the reduced prices due to increased competition in 
markets; 2) the rents appropriated by government 
through the auction process (i.e., what the producers 
are willing to pay); and 3) gains to a greater number 
of users resulting from falling prices. Professor 
Hausman estimates that for the U.S. PCS market, 
the gains from falling prices are about $7 billion per 
year; $20.5 billion has been appropriated from the 
producers surplus, and the additional consumer 
value associated with 35 million new subscribers 
will amount to $99.9 billion over the next ten years, 
for a total efficiency gain of about $190 billion over 
the period. 
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Work Sharing: Lessons Drawn from Bell 
Canada 


Why did Bell Canada’s experiment with work 
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sharing end in such dismal failure? Robert Lacroix, 
of the Centre interuniversitaire de recherche en 
analyse des organisations (CIRANO), provided 
answers to that question in an address given as part 
of Industry Canada's Distinguished Speakers in 
Economics program. Under the title “Work 
Sharing: Lessons Drawn from Bell Canada,” 
Professor Lacroix presented the results of a case 
study on the efforts of Bell Canada to trim 2,200 
positions from its 1994 workforce through a 
voluntary incentive program. 


In his study, Lacroix found that the expectations of 
Bell Canada’s senior management regarding 
voluntary participation in the program were quite 
high, while actual participation by Bell employees 
was very low. Bell management's main vehicle for 
trimming its workforce was a reduced work week. 
Despite efforts to assess the popularity of this option 
prior to devising the workforce program, the 
difference between projected (63%) and actual 
(11%) participation was enormous. A possible 
explanation for the discrepancy, said Lacroix, may 
have been the vague wording of the questions used 
to pre-assess employee interest in this option. 


Professor Lacroix found that socio-economic factors 
may have played a role in explaining participation 
rates: marital status was found to increase the 
female participation rate and decrease the male 
participation rate. Holding a managerial position 
also reduced participation in the program, as did 
holding a university degree. 


As well, Lacroix discovered that reducing the work 
week had unfavourable consequences for 
productivity growth at Bell Canada. Residential 
service productivity fell by 3% for repairs, by 8.3% 
for new installations, and by 8.6% for re- 
installations. In addition, delays for repair service 
jumped 13%, but they have diminished over time. 


Professor Lacroix contrasted the failed Bell Canada 
experience with several successful similar efforts by 
the German car manufacturer Volkswagen. He 
concluded that, in North America, workers are 


apparently unwilling to take part in a voluntary 
program to reduce their working week in order to 
avoid layoffs, even when the required reduction in 
time is not that great and the corresponding salary 
reductions are largely compensated. 


Future Challenges of the Information 
Society: A European Perspective 


Should the tax bite include a “byte tax”? Ina 
presentation made last June as part of the 
Distinguished Speakers in Economics program, Luc 
Soete, professor at the Department of Economics of 
the University of Limburg and Director of the 
Maastricht Economic Research Institute on 
Innovation and Technology (MERIT) in the 
Netherlands, suggested that both the production 
(sending) and the consumption (receiving) of 
electronic bytes be taxed in order for government to 
receive its share of the value added by electronic 
creation. 


Professor Soete began his lecture, entitled “Future 
Challenges of the Information Society: A European 
Perspective,” by focusing on the non-economic 
aspects of the new information society. The 
fundamental feature that emerges from current 
developments is that we are moving towards a 
learning society. But, argued the speaker, “we 
should not let the technologies become 
deterministic. That is to say, it is not society that 
should adapt to technology within some sort of 
international competitiveness scheme, but rather 
technology should adapt to the needs of society.” 


In the economic realm, we are moving towards a 
post-industrial, service-oriented society that is 
pushing manufacturing and services activities closer 
together. Emerging information and communication 
technologies are enabling us to “codify” many 
routine tasks and to program them so that machines 
can perform these functions. This has the effect of 
making services more “tradable,” since the 
production of tasks (i.e., services) previously done 
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in person can be done by a machine or program 
located anywhere on the globe. In effect, service 
activities are being separated from their point of 
consumption. At the same time, new technologies 
are pushing manufacturing activity closer to the 
point of consumption, with just-in-time delivery, 
better inventory and information flows, etc. One 
impact of increasing this codification process, 
according to Soete, is that society must continually 
expand and upgrade its capacity to generate new 
products, new content, and new value-added. 


The emerging information and communication 
technologies will also have a major impact on new 
areas of economic growth. As the employment 
opportunities associated with these new 
opportunities will be outside the manufacturing 
sector, Soete suggested that new methods of 
measuring economic performance will be needed to 
replace the more traditional, industrial activity-type 
measures currently in use. Moreover, he added, 
“the scope for international trade in services implies 
that international services will become the engine of 
international trade and competitive pressures, and a 
source of international displacement of 
employment.” He joined those who call for a 
disaggregation of service data and recommended 
that for this purpose, activities be differentiated on 
the basis of three basic criteria — tradability, extent 
of codification, and relationship to manufacturing. 


The new technologies have the potential to start 
moving incomes towards the notion of an economic 
rate of return based on the individual’s activity. In 
other words, the potential for codification and 
detailed knowledge will make the individual’s 
marginal productivity of labour more transparent, 
with pay being adjusted accordingly. 


Finally, Soete addressed the tax issues raised by the 
electronic creation of value added. The “byte tax,” 
he said, will: 1) move the tax base in the same 
direction as the economy; 2) counteract eroding tax 
bases; and 3) provide an incentive for posting only 
economic value-added on the system and help 
combat congestion. 
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FROM THE COMPETITIVENESS NOTEBOOK 


Manufacturing Labour Productivity Levels*, G-7 


Total Factor Productivity Growth in the Business Sector, Based on Purchasing Power Parity Exchange Rates 
Canada and Other Industrialized Countries 
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Source:OECD Economic Outlook, June 1996 
Source: Based on data from U.S. Bureau of Labour Statistics 


CANADA’S PRODUCTIVITY RECORD 


Productivity growth is the driving force behind real income growth. Innovation and technical change are the 
fundamental determinants of long-term productivity growth. 


As in other industrialized countries, Canada's productivity growth slowed dramatically at about the same time 
as the first OPEC oil price shock; slow growth has continued to the present. 


The productivity slowdown is pervasive across most industries in Canada; moreover, it has been more severe 
in Canada than in other G-7 countries. 


Growth in total factor productivity, a measure of the combined efficiency of labour and capital inputs, declined 
from an average of 1.9% annually during the period 1960-73 to -0.1% since 1979. 


The productivity problem is more acute in the manufacturing sector, the front and centre of international trade 
and intensive competition. Between 1975 and 1995, Canada lost considerable ground to the other G-7 countries 
and was overtaken by France, Germany and Italy. The recent improvement in Canada’s cost competitiveness 
vis-a-vis the United States was entirely due to the depreciation of the Canadian dollar. 


Canada’s relatively poor productivity performance could be attributed to two major factors: the slower rate of 
innovation and technological diffusion, and slower adjustment to structural change. 


The skill requirements for the new, knowledge-based economy are increasing considerably, but Canada appears 
to lag behind other industrialized countries in upgrading and developing new skills. 
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RECENT RELEASES 
Industry Canada Working Paper Series 


No. 10 - R&D and Productivity Growth in Canadian 
Communication Equipment and Manufacturing, 
Jeffrey I. Bernstein. 


No. 11 - Long-Run Perspective on Canadian 
Regional Convergence, Serge Coulombe and 
Frank C. Lee. 


No. 12 - Implications of Technology and Imports 
on Employment and Wages in Canada, Frank C. Lee 
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FORTHCOMING 


Industry Canada Research Volumes 


The Asia Pacific Region in the Global Economy: 
A Canadian Perspective. 


Industry Canada Working Paper Series 


No. 13 - The Development of Strategic Alliances in 
Canadian Industries: A Micro Analysis, 
Sunder Magun. 


Industry Canada Discussion Paper Series 


No. 4 - Foreign Direct Investment and Market 
Framework Policies: Reducing Frictions in APEC 
Policies on Competition and Intellectual Property, 
Ronald Hirshhorn. 


Industry Canada Occasional Paper Series 


No. 14 - The Human Factor in Firms’ 
Performance; Management Strategies for 
Productivity and Competitiveness in the Knowledge- 
Based Economy, Keith Newton 


A complete list of Industry Canada research publications and 
information on all publications mentioned above can be 
obtained from the Micro-Economic Policy Analysis Branch, 
Industry Canada, 

5th Floor, West Tower, 

235 Queen Street, 

Ottawa, Ontario, 

K1A 0H5 

Telephone: (613) 952-5704 

Fax: (613) 991-1261. 


Research Volumes can be purchased from the University of 
British Columbia Press, 

Telephone: (604) 822-5959 

Fax: 1-800-668-0821. 
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FEATURE ARTICLE 


[he Asia-Pacific Boom: 
What’s In It For 
Canada? 


° Economic Growth 

e Trade Flows 

e Linkages Between 

_ trade and Investment 
_ Service Trade 

_ Business Services 

_ Education 
International Tourism 
© Immigration Issues 

¢ Environmental Issues 
© SME Participation 

e Trade Policy Issues 
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_ About the Internet 


PUBLICATIONS 
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ANNOUNCEMENTS 


© Upcoming Distigu- 
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Micro-Economic Policy Analysis Branch Bulletin 


The Asia Pacific Boom: 
What's in it for Canada ? 


il merit {| (III 
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The Asia Pacific region is one of the fastest 
growing in the world in terms of gross do- 
mestic product (GDP), trade and investment. 
Real GDP growth in the Asia Pacific Eco- 
nomic Cooperation (APEC) countries aver- 
aged 3.6 percent a year from 1980 to 1994, 
80 percent higher than in the European 
Union (EU). Within the group, growth was 
much faster in the Asian economies than in 
the North American economies. 

How can Canada benefit from the eco- 
nomic boom on the other side of the Pacific? 
Answers to this question are explored in The 
Asia Pacific Region in the Global Economy: 
A Canadian Perspective, the seventh in In- 
dustry Canada’s research volume series, 
edited by Richard G. Harris of Simon Fraser 
University. 

The experts contributing to this collection 
of essays hail from a variety of economic 
disciplines, ranging from macroeconomics 
to labour market analysis, and from environ- 
mental and public policy studies to business 
development. 
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ICHARD G. HARRIS 


The Asia Pacific Region 


in the Global Economy: 
A Canadian Perspective 


Lee 


A NEW YEAR - A NEW LOOK - A NEW APPROACH! 


Beginning this issue, we are adopting a new concept for MICRO. Each issue will now feature a 
more in-depth treatment of selected Industry Canada research - for example, in the following pages 
we review a new Research Volume on the Asia Pacific boom and its implications for Canada, as 
well as a discussion of the Internet by Hal Varian, who visited as part of our Distinguished 
Speakers in Economics program. As before, we will also highlight recently released and 
forthcoming research publications, upcoming events, and research in progress. We would like to 
hear from you. Please send your comments and suggestions to P. S. Rao, Director, Strategic 
Investment Analysis, 5" Floor, West Tower, 235 Queen Street, Ottawa, Ontario KIA OHS5 or to 


rao.someshwar@ic.gc.ca via e-mail. 
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INDUSTRY CANADA RESEARCH AND PUBLICATIONS PROGRAM 


RECENT RELEASES 


INDUSTRY CANADA RESEARCH VOLUME 
The Asia Pacific Region in the Global Economy: 
A Canadian Perspective, Richard G. Harris, ed. 


WORKING PAPER SERIES 
No. 13: The Development of Strategic Alliances in 
Canadian Industries: A Micro Analysis, 
Sunder Magun. 


This study, based on an in-depth survey of Canadian 
companies with experience in business partnerships, 
examines the causes and consequences of the growing 
importance of strategic alliances in Canada. 


DISCUSSION PAPER SERIES 
No. 4: Foreign Direct Investment and Market Frame- 
work Policies: Reducing Frictions in APEC Policies 
on Competition and Intellectual Property, 
Ronald Hirshhorn. 


This paper examines in some detail potential problems 
and possible solutions with the formulation of national 
market framework policies, especially competition and 
intellectual property protection, in the context of global- 
ization. 


OCCASIONAL PAPER SERIES 
No.14: The Human Factor in Firm’s Performance: 
Management Strategies for Productivity and Compet- 
itiveness in the Knowledge-Based Economy, 
Keith Newton. 


This paper describes various kinds of human resource- 
based management strategies and is intended to be a 
launchpad for some new in-depth research in the area. | 
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INDUSTRY CANADA RESEARCH VOLUME 
Capital Market Issues, Paul Halpern, ed. 


Competition Policy, Intellectual Property Rights, 
and International Economic Integration, 
Rob Anderson & Nancy Gallini, eds. 


WORKING PAPER SERIES 
No.14: Employment Performance in the Knowledge- 
Based Economy, Surendra Gera and Philippe Massé. 


OCCASIONAL PAPER SERIES 
No. 15: Payroll Taxation and Employment: A Liter- 
ature Survey, Joni Baran. 


RESEARCH IN PROGRESS 


INDUSTRY CANADA RESEARCH VOLUME 
Gateway to the Twenty First Century 


Collection of twelve vision papers, to assess recent 
trends and outline the likely developments over the 
next 10 to 15 years in a number of interrelated areas in 
the Canadian and global economies. 


ANNOUNCEMENTS 


UPCOMING DISTINGUISHED LECTURES 
April 10, 1997: International Productivity Compar- 
isons, Dale Jorgenson. 


April 18, 1997: Business Taxation, Jack Mintz. 


MICRO is a quarterly newsletter highlighting micro-economic research findings, published by the Micro-economic Polic 
Analysis Branch of Industry Canada. Abstracts of Industry Canada research volumes, working papers, occasional papers, 
discussion papers, and the full text of MICRO can be accessed via STRATEGIS, the Department’ Ss online business informa 
site, at http://strategis.ic.gc.ca. For more information about our research publications, or to place an order, contact the 
Micro-Economic Policy Analysis Branch, Industry Canada, 5th Floor, West Tower, 235 Queen St., Ottawa, Ont., KIA ee 
Telephone: 613-952-5704; facsimile: 613-991-1261. ISSN 1198-3558. ; 


Volume 4, Number 1 


Micro 


The Asia Pacific Boom: What's in it for Canada? 


ey Canada’s most recent Research Volume fo- 
cuses on Asia Pacific, a region that includes Japan, the 
People’s Republic of China (PRC), the newly industrial- 
ized economies (NIEs) — Hong Kong, South Korea, Tai- 
wan and Singapore, the members of the Association of 
South East Asian Nations (ASEAN) — Malaysia, Indone- 
sia, Thailand, and the Philippines. 

The book examines Canada’s current and potential 
sommercial participation in the region. 


Economic Growth 

More than one third of the world’s population resides 
n the Asia Pacific region — a share nearly six times that of 
he EU. About 80 percent of the Asia Pacific total is in 
Jeveloping economies, which have a significant potential 
0 increase their standard of living and per capita con- 
sumption. 


World Population, 1995 
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In per capita terms, the average level of GDP in the 
Asia Pacific region is still less than half the world figure, 
ind the average for the Asian portion of APEC is only 30 
yercent that of the EU. The average GDP per capita is 
*specially low in the PRC and the ASEAN group. 

_ The rates of growth, however, tell a different story. In 
he new study, the highest growth rates in APEC were 
‘ound in the PRC, the NIEs and the ASEAN countries. 

| It has been suggested by a number of commentators 


| 


alll 


that Asia’s growth can be explained in part by a set of 
cultural institutions that provide what has been termed a 
“social bond” or “trust.” Some authors have constructed 
cross-country indexes of social values in an attempt to 
explain the spectacular growth of the region and have 
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Source: Industry Canada compilations, using World bank, OECD and IMF data. 


found a significant correlation between growth perfor- 
mance and such values as foresight, determination and 
hard work. 

In this research volume, John Helliwell explores the 
performance of Asian economies during the 1980s and 
finds that the more open an economy is, the faster it 
grows. However, he concludes that it is too early to assess 
how social capital and cultural attitudes might affect 
economic growth. 

China is an especially important market for potential 
Canadian growth. With over one-fifth of the world’s 
population, this relatively undeveloped emerging mega- 
market can contribute to Canada’s own economic growth 
and trade diversification. The PRC’s real GDP per capita 
growth rate averaged 9.6 percent from 1980 to 1994. The 
NIEs were close behind at 6.5 percent, but they do not 
command the same market size. In contrast, the largest 
economies grew at significantly slower rates — 1.8 percent 
in North and Latin America and 2.8 percent in Japan. 
Canada’s GDP grew by 1.6 percent over the same period. 
Trade and investment are the vehicles by which Canada 
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The growth of the Asia Pacific region 
offers Canadian business considerable trade 
diversification opportunities... 


can tap the growing Asia Pacific market. 


Trade Flows 


The Canadian economy is increasingly dependent on 
trade for its growth. Canadian exports of goods and ser- 
vices grew from 27 percent of GDP in 1985 to over 41 
percent in 1995. Similarly, imports rose from 25 percent 
of GDP in 1985 to over 41 percent in 1995. This dramatic 
increase in trade orientation mainly reflects the Canada- 
US Free Trade Agreement (FTA) and the North American 
Free Trade Agreement (NAFTA): almost 80 percent of 
Canadian trade is currently with the United States. On the 
other hand, not only was Canada’s share of the dynamic 
Asian markets small to begin with, but it has been slipping 
since the early 1980s. 

The Asia Pacific region offers Canada promising op- 


Distribution of Canadian Merchandise Exports by 
Region, 1994 
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portunities for trade diversification. Export markets in 
that region have developed relatively faster than else- 
where, and they are projected to continue their robust 
growth. The Asian economies are expected to expand by 
about 7 percent per annum over the next 10 years, com- 
pared to about 2.5 percent for North America. Imports of 
the Asia Pacific economies are forecasted to grow by more 
than 9 percent annually during that period. 

Canada’s trade relations with the Asian economies 
have grown significantly — although the base was limited 


in the beginning — and the Asia Pacific region has no\y 
passed the European Union as Canada’s second-larges 
trading partner. But Canada has exploited only a tin 
fraction of the trading potential in some countries; 
others, it is losing ground and seeing its market shar 
erode. 

In their paper, Walid Hejazi and Daniel Trefler ane 
lyze Canadian trade patterns and the implications ¢ 


Canada's Trade Performance in Dynamic Markets 
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growth in trade with East Asia. They reach two mai 
conclusions. First, Canada has unusually high levels o 
exports in natural resource products, even after account 1 
taken of its obvious abundance in resource endowments 
Natural resources accounted for approximately 29 percen 
of Canada’s total exports to the Asian members of APEC 
in 1995, compared with 12 percent to the rest of the world 

Several countries in the region are themselves re 
source exporters and thus compete with Canada. Over th 
next 25 years, however, forecasts show that the Asia 
members of APEC will become much larger resource 
consumers than they are at present. 

This offers exciting export opportunities for Canada 
but exports of resource-saving technologies could als 
become important. 

The authors’ second finding is that East Asia ha 
unusually large exports in low-end manufactures. Thi 
export-oriented industrial policies of East Asia are on 
possible reason for this trade pattern. 
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Linkages Between Trade and Investment 

Japan is clearly the key player in Asia Pacific trading 
relations with North America, as revealed by its large 
trade surplus, its domination of a number of world indus- 
tries and its large-scale direct investment abroad. 

There are good reasons to believe that Japan’s impact 
on Canada has been considerable in terms of trade and 
investment. Yet, Canada has not done as well as the 
United States in attracting Japanese investment. For every 
15 Japanese firms that establish a presence in that country, 
only one does so in Canada. And of the 10 Canadian 
provinces, only Ontario ranks among the top 20 North 
American locations for Japanese companies. 

Canadian investment linkages with the Asia Pacific 
are weak, but they are becoming stronger. For example, 
Canada’s share of Japanese foreign direct investment 
(FDI) rose from 2.6 percent in 1980 to 4.4 percent in 1992. 


Strong Complementarity Between Trade and 
Investment in the Dynamic Asia Pacific Markets 
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At the same time, Canadian investment represented 0.6 
percent of total inward FDI in the NIEs in 1980, a propor- 
tion that had grown to 2.5 percent by 1992. Conversely, 
Canada accounted for only 0.5 percent of China’s inward 
FDI in 1980, and that share had declined to 0.4 percent in 
1992. 

According to Keith Head and John Ries, there are a 
Bamber of ways in which Canada’s provinces could in- 
crease their attractiveness to foreign investors, including 
the “Newfoundland solution” of offering $2,000 for each 


even if Canada just maintains its 
current small market share in the region, 
its exports to Asia Pacific will increase 
by $45 billion in the next 10 years. 


job created. At the same time, caution must be taken to 
avoid mutually damaging subsidy wars among the 
provinces that could actually lower the economic welfare 
of the winning province. Given the temptation for local 
governments to offer such incentives, Head and Ries 
suggest that constitutional or legal measures be taken to 
prevent such an outcome. 


Service Trade 


Business Services 

While Canada traditionally runs a net deficit on ser- 
vice trade with the world at large, it has recorded a surplus 
with the Asia Pacific region. Japan accounts for the 
largest single percentage of the region’s trade in services, 
but the Japanese share has been declining — from 50 
percent in 1990 to 35 percent in 1993. The key services, 
here, are engineering, consulting, financial services, 
telecommunications, research and development (R&D) 
services, and postsecondary education. 

Lawrence Schembri, author of the chapter investigat- 
ing these issues, argues that there is potential for Canadian 
firms to make substantial headway in the Asia Pacific 
market. That optimistic assessment is based on the fact 
that Canada enjoys a comparative advantage in services, 
thanks to its strong skill base and to its experience in areas 
such as resource extraction and construction. Exports of 
services to Japan, for example, were twice as high as 
imports from 1973 to 1995, on average. Recent data 
suggest that the demand for services has grown faster in 
the Asia Pacific countries than in the rest of the world. 
Given closer ties with the region and the growth of in- 
come, Canadian service exports should increase substan- 
tially. 


Education 

In 1992-93 no fewer than 23,000 students from the 
Asia Pacific region were enrolled in Canadian postsec- 
ondary institutions. This large contingent represents about 
$200 million in business service exports to the region (25 
percent of the total). Given the strong emphasis on 
education in Asian culture, Canada could well expand its 
market opportunities in this area. 

As postsecondary education is almost exclusively the 
domain of the provinces, achieving that goal would re- 
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If Canadian banks can succeed in the United 
States and Europe, then that success may 
well ultimately carry them into Asia when 
further deregulation occurs. 
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quire explicit government policies aimed at developing 
these markets or else a deregulation of the secondary 
education sector. 

Schembri’s paper deals in part with service exports to 
China. Given the large amount of infrastructure spending 
that is expected to occur in that country and the success of 


Enrollment of Students from Selected Asia Pacific 
Countries in Canadian Educational Institutions, 1975 
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Source: Schembri, L. "Canadian Exports of Business and Education Services", in 
The Asia Pacific region in the Global Economy; A Canadian Perspective, 
table 9, page 185. 


US firms there, the author foresees substantial opportuni- 
ties for specialized Canadian firms, particularly in con- 
struction and engineering services. 


Banking 

John Chant conducts an interesting multi-country 
comparison and finds that income growth generally in- 
creases the importance of the financial system and bank- 
ing services. This result suggests that the Asia Pacific 
banking sector will experience substantial growth. Chant 
subscribes to a follow-the-leader sequence in which Cana- 
dian banking activity will follow Canadian direct invest- 
ment abroad (DIA). Total direct investment in Pacific 
Rim countries by Canadians was $14.7 billion in 1995 — 
10.3 percent of all Canadian DIA. In the Asia Pacific 
region, Canadian DIA was concentrated in Japan, Aus- 
tralia, Hong Kong and Singapore. 

According to Chant, however, a major difficulty for 
the banking sector in most Asian countries is the presence 
of a rigid regulatory system that resists attempts at liberal- 
ization. Only Hong Kong, Japan and South Korea offer 


foreign banks unrestricted entry to their markets, anc 
elsewhere the situation is not likely to change soon. Hos: 
tility towards foreign banks will likely continue. Canada’: 
situation in this regard is by no means unique, but 1 
Canadian banks can succeed in the United States anc 
Europe, then that success may well ultimately carry ther 
into Asia when further deregulation occurs. 


International Tourism 

Tourism from the Asia Pacific region has attracted ¢ 
lot of attention. In 1992, Canada’s share of world touris' 
arrivals was only 3.4 percent, most of it from south of the 
border. Tourists from the Asia Pacific region are catching 
up to Europeans in numbers. Arrivals from Asia have 
grown considerably between 1972 and 1994, rising from 
13 percent of the total to just over 31 percent. They now 
make up almost 40 percent of arrivals from countries other 
than the United States. Japanese travellers account fot 
about 40 percent of all Asian visitors to Canada. 

According to Stephen Easton and Richard Harris, it is 
very difficult to say whether Japanese tourism patterns 
will be replicated in other Asian countries. Income levels 
will have to grow considerably in the poorer countries 
before their levels of participation in international tourism 


Tourist Arrivals in Canada 
by Region of Origin Other than US, 1994 
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can approach that of Japan. 

Still, demographic and income growth in the region 
should translate into a high rate of growth for the interna- 
tional tourism market. 
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In addition, supply-side factors could work in 
Canada’s favour simply because of the geographical size 
of the country. The tourism sector is relatively unencum- 
bered by regulation, and competitive forces should lead to 
lower prices. Tourism may thus experience faster growth 
rates than other, more highly regulated service sectors. 


Immigration Issues 

Immigration from Asia is one area where statistics and 
public perceptions are fairly close — much closer than is 
the case for trade and investment, for example. Over half 
of Canadian immigrants come from regions of the globe 
other than APEC (including the United States) and Eu- 
rope. While European immigration declined by 46 per- 
cent from 1980 to 1996, immigrants from the Asian 
APEC countries increased by 266 percent. Asian immi- 
gration to Canada (which would also include immigrants 
from the Asian subcontinent) stands at about 50 percent of 
the total, or about 110,000 people a year. The bulk of Asia 
Pacific immigrants hail from China, Hong Kong, Taiwan 
and the Philippines. Michael Baker and Dwayne Ben- 
| jamin contend that while the number of immigrants to 


Number of Immigrants to Canada, 1996 
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Canada has been large, immigrants have not had an appre- 
ciable negative impact on labour market developments in 
Canada. Asian immigrants assimilate at about the same 
tate as other immigrants but start from a lower initial 
earnings level. 

The link between trade and immigration is still rela- 
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Immigrants from Asia contribute to the expan- 
sion of Canada’s commercial relations with the 
Asian countries. 


tively unexplored. Given that Canada has experienced 
strong growth in Asian immigration, is there any evidence 
to suggest that immigration affects trade or investment? 
The authors find evidence that Canada’s exports and 
imports are both positively correlated with Asian popula- 
tion in Canada. 


Environmental Issues 

In another paper, Brian Copeland examines the rela- 
tionship between trade with Asia and the quality of the 
environment in the Asia Pacific region. For instance, he 
examines whether the demand for pollution-intensive 
goods by the developing countries makes the environmen- 
tal situation better or worse. 


Emissions of Carbon Dioxide and Sulphur 
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Source: Copeland, B. "Trade, Environment and Growth in the Asia Pacific Region: Implications 
for Canada", in The Asia Pacific region in the Global Economy: A Canadian Perspective, 
tables 1 and 2, pages 359 and 360. 


A number of studies suggest a “humped effect,” with 
pollution first rising with increasing per capita income, 
then falling. Indications are that many of the poorer 
countries are still on the “wrong” side of the hump, where 
more growth means more pollution. 

Trade liberalization may worsen the situation because 
of its unintended effect on the environment. For example, 
a country with weak pollution controls and whose growth 
depends on the export of “dirty” products may opt for 
policies and regulations that benefit its current workers at 
the expense of its future population. 

According to Copeland, the policy implications of this 
analysis for Canada are far from clear. For example, 
Canada could push for the “greening of trade,” but envi- 
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The overall participation rate of Canadian 
SMEs in Asia is very low relative to that of 
larger firms. 


ronmental regulation is considered by many countries as a 
matter of national sovereignty. And Canada’s strong 
opposition to the extraterritorial application of US laws is 
a model that could serve to bolster their views in this 
matter. 

The idea that Canada might countervail environmental 
dumping leaves many people uneasy because most of the 
countries affected would be the poorer countries. 


SME Participation 

Small and medium-sized enterprises (SMEs) account 
for over 98 percent of all business firms in Canada and for 
most of the job growth in recent years. Recent statistics 
indicate a continuing dependence on SMEs as the primary 
source of new private sector jobs. During 1996, SMEs 
created about two-thirds of all such jobs. They are partic- 
ularly important in the service sector and thus can be 
viewed as potential engines of growth in facilitating busi- 
ness service exports. In their analysis, Someshwar Rao 
and Ashfaq Ahmad find that outward-oriented Canadian 
SMEs are very competitive vis-a-vis their American coun- 
terparts. At the same time, only a small number of SMEs 
export (10 percent), and a tiny 0.2 percent invest abroad. 
Moreover, the overall participation rate of Canadian 
SMEs in Asia is very low relative to that of larger firms. 
SMEs account for only 9 percent of total Canadian exports 
to the region. 

Future commercial activities of SMEs in the Asia 
Pacific region could thus play an important role in 
Canada’s success in penetrating the dynamic Asian mar- 
kets. 

Firms that have expanded into the Asia Pacific mar- 
kets generally identify the same motivations: market 
diversification, production for export, favourable regula- 
tions, production for the local market, and reduced produc- 
tion costs. At the same time, much of the explanation for 
the low SME participation rate in Asia Pacific lies in the 
large number of trade, investment and regulatory barriers 


in the region. These obstacles, which raise the cost of. 


doing business, are especially damaging for smaller firms 
because that cost must be spread over a smaller volume of 
sales. Three other factors critical to SMEs must also be 
added to the list: a lack of financial resources, a lack of 
knowledge about the Asian market, and a lack of interna- 
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tional managerial experience. Many see these impedi- 
ments as justification for government assistance to SMEs 
in export markets. 


Economic Performance of Canadian SMEs 
By Market Orientation, 1994 
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Challenges in the Asia Pacific", in The Asia Pacific region in the Global Economy: A Canadian 
Perspective , page 420. 


Trade Policy Issues 

In examining Asia Pacific and Canadian interests in 
the region, it is critical to understand how the bilateral 
relationship between the United States and Japan is evolv- 
ing. In her paper, Wendy Dobson reviews some well- 
known irritants concerning trade between these two coun- 
tries. On the one hand, a number of US initiatives in past 
years have annoyed Japan immensely; on the other, US 
trade negotiators have failed time and time again to open 
the Japanese market to US producers. 

The implications of this impasse are worrisome for 
Canada. The Japanese and other members of the Asian 
community tend to see Canadians as being “like” Ameri- 
cans and thus are apt to treat them the same way. 

There are certain signs, such as Japan’s own invest- 
ment in the Asia Pacific region, that raise the spectre of a 
possible Japanese-led trade bloc that would exclude the 
Chinese. How the rest of Asia would react to such a 
scenario is not clear, but it could exacerbate the current 
US-Japan dispute. 

Dobson offers three main policy recommendations. 
First, a special US-Japanese dispute panel should be set 
up, along the lines of the panels set up under the Canada- 
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US FTA. Second, APEC should be promoted as a channel 
through which Japan can link its regional thrust into Asia 
with global governance systems such as the World Trade 
Organization (WTO). APEC might also serve as an 
intermediary in disputes. Finally, Canada should intensify 
its efforts to raise its profile in the Asia Pacific region, as 
Australia and New Zealand have done. 

Murray Smith proposes three important considerations 
for Canadian trade policy in the Asia Pacific region. First, 
Canadian trade barriers against the exports of most of the 
countries in the region are still quite restrictive in a 
number of areas — agriculture, textiles and manufactured 
goods, for example. 

Second, Canada itself 
faces substantial export barri- 
ers in the region. These barri- 
ers may explain, in part, 
Canada’s relatively poor ex- 
port performance in East Asia. 
Reducing trade barriers in the 

region should therefore be a 
major policy objective for 
Canada, and in this respect 
Canadian and US interests 
converge. 

Third, as a pool of low- 
cost labour, Mexico competes 
directly with Asia in both Canadian and US markets. The 
emergence of a more liberal regime regarding the import 
of goods from Asia could lead to some reduction of the 
trade diversion towards Mexico within North America. 

This could be a source of tension among the NAFTA 
partners. 
The effect of the Asian growth experience on Cana- 
dian economic policy not only reflects concern about its 
trade and investment consequences; it has also had an 
enduring impact on the debate, in academic and policy 

circles, about the role of governments in promoting 
growth. Richard Lipsey and Russell Wills step into the 
fray by looking at the role that government science and 
technology policies have played in South Korea and Sin- 
_gapore. They view the NIEs as examples of what Lipsey 
calls “massaged market economies,” where governments 
do the massaging. Government policy has successfully 
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_ Given the clear opportunities in the Asia Pacific region, 
it is only prudent that Canada pursue these opportuni- 
ties, keeping in mind, however, that there are problems 
as well. If Canada is to succeed in Asia, Canadian 
business must establish a more evident and visible pres- 
ence there. Government policy should be directed to- 
wards reducing market barriers. In addition, Canada 
cannot expect to make progress unless it is perceived as 
a fair trader in the region. Reducing existing Canadian 
trade barriers to imports from Asia is one way to foster 
better economic ties with that region. E 


Canada should increase efforts to raise its 
profile in the Asia Pacific region, as Aus- 
tralia has done. 


facilitated the substitution of knowledge-based inputs for 
low-skill labour and resource-based inputs. The authors 
argue that Canada might benefit from studying the details 
of these policies. In addition, they support greater Cana- 
dian involvement in R&D in East Asia via strategic al- 
liances and partnerships with both South Korea and Singa- 
pore as a means of keeping open potential windows of 
opportunity for Canadian businesses. 

Richard Pomfret rounds out the book with a review of 
Australia’s trade performance in Asia. Australia repre- 
sents the greatest success story in terms of export expan- 
sion into East Asia. Its presence on these markets remains 
7 , concentrated in primary 
u _ products, but its success to 
) date may have set the 
| Stage for the next step up 
_ the product cycle. If Aus- 
| tralia can upgrade its 
S human-capital bases 71t 
| may be well placed to ex- 
} port higher-value-added 
_ goods and services to East 
) Asian markets. Canadi- 
Fans should be watching 
Bites developments with 
| considerable interest. 

“=== Despite the complexity of 
the subject, a consensus emerges. Indications are that 
Canada will forge stronger links with the Asia Pacific 
region in the coming years. This trend is certain to have 
an impact on Canada’s economic growth, industrial 
growth patterns, wage trends, and trade and industrial 
policy, as well as on the country’s future as part of the 
multilateral trade system and on its relationship with the 
United States and Mexico. 

Sylvia Ostry presents a thoughtful analysis of world 
trading patterns over the post-WWII period, during which 
three factors affected world trade and investment. First, 
two dichotomous trends have emerged regarding the orga- 
nization of trade: globalization or convergence, as typi- 
fied by the General Agreement on Tariffs and Trade 
(GATT) and the WTO; and regionalism, embodied in the 
trade and investment agreements that divide the world into 
trading blocs. There were 109 such regional agreements 
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Regional trade and investment agreements are 
driven by economic globalization, deregulation 
and the rapid evolution of information tech- 
nologies and the communication industry. 


in force at the end of 1994 — the EU, FTA, NAFTA, 
APEC, etc. Second, these trade and investment-oriented 
pacts are driven by economic globalization, deregulation 
and the rapid evolution of the information technologies 
and communication industry. In the case of APEC, glob- 
alization was also accompanied by a surge in FDI oriented 
geographically towards the East Asia region. The third 
factor was the evolution of American trade policy. It was 
not expected that Europe and Japan would catch up so 
quickly after the war, nor was it believed that capitalism 
would come in so many varieties. The direction of US 
policy was towards regionalism characterized by multilat- 
eral and regional agreements. But there was also an 
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accompanying thrust to freer trade within the GATT and 
WTO, with harsh penalties being imposed on those 
economies deemed to be dealing unfairly or unreason- 
ably. 

APEC presents its own unique issues. First, APEC is 
focused less on trade policy as such than on the integra- 
tion of trade and investment. Second, unlike the EU, 
APEC integration has been led by the private sector, with 
help from non-governmental organizations, followed by 
governments. Third, the engine of integration has been 
investment, especially FDI by its own members. @-e 


DISTINGUISHED SPEAKERS LECTURE SERIES 


Hal Varian talks about the Internet 


f you are like the average Cana- 

dian, you probably think that the 
Internet is for surfin’ — surfin’ and 
nothing but surfin’, for work and, espe- 
cially, for play. 

Few people know the truth about 
the Net, and most probably don’t need 
to. Most get on the Net, point and 
click, and download the latest game 
demo or clip from the blockbuster film release, or else 
they send out a few E-mail messages or visit the hottest 
Web sites. 

However, lurking beneath the glitzy surface of the 
information super-highway is an unsettled substructure, 
says Hal R. Varian, Dean of the School of Information 
Management and Systems at the University of California, 
Berkeley. In a September 1996 Distinguished Speakers in 


Economics presentation on “The Economics of the Inter- - 


net,” Dr. Varian sketched out his vision of how the Inter- 
net will evolve until the turn of the century. 

“Because the Internet began as a state-financed public 
utility, the economic and business practices that would 
have normally been developed naturally as an industry 


grows and matures are missing. However, the open stan- 
dards and public-spirited pattern of cooperation that have 
characterized the Internet’s history would probably not 
have been possible in a privatized environment. Now, the 
‘public’ and ‘private’ facets of the Internet are increas- 
ingly coming into conflict,” points out Varian, “and there 
are many fundamental legal, economic, and organizational 
issues remaining to be solved.” 

Pursuing this line of argument further, Varian warns: 
“This raises the spectre that critical decisions may be 
made prematurely. For many issues, the ‘right’ answers 
are very obscure, and it will be easy for a poorly informed 
or poorly advised policymaker to make the ‘wrong’ 
choices 

Professor Varian’s lecture encompassed three major 
areas — the Internet of today, the Internet of the near 
future, and the Internet of the distant future. 


Highlights 
The Net of today is experiencing growing pains. 


There are multiple networks and service providers, yet no 


commercial infrastructure standards are in place. New 
Internet applications are demanding higher and higher 
quality of service, but current protocols and practices are 
not up to the task of delivering better service. Pricing 
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volving intellectual property. 


_ tal format since it can be copied 
almost perfectly and dissemi- 
_ nated widely at very low ex-|_ 


policies have yet to be determined: should access be paid 
for by subscription use, by pay-per-use fees or by advertis- 
ing revenues? There is a need to evaluate the quality 
and/or other key factors of the multitudinous Web sites. 
And the industry has so far been unable to determine what 
kinds of content people are prepared to pay for. 

These are just some of the concerns. In addition to 


_ these commercial considerations, there are regulatory 


ones. Should content be regulated and, if so, to what 


degree (for example, “dirty” pictures, certain four-letter 
words, specific literature styles)? 

Another area is encryption policy. It is now techni- 
cally feasible to encode documents in a way that is widely 
According to some, this 


believed to be “unbreakable.” 
would allow criminals and ter- 
rorists to encode their commu- 
nications in a way that would 
prevent detection and prosecu- 
tion. Should encryption tech- 
nology be controlled? 

There are also issues in- 


extent? 


and their prosecution? 


Content producers are quite 
worried about producing mate- 
rial that is disseminated in digi- 


lectual property? 


to privacy? 


pense. 
For the Internet of tomorrow, Professor Varian fore- 
sees a likely shakeout in the backbone industry and in the 


_ whole industry of Internet service provision. The industry 


will come to be dominated by a few large telecommunica- 
tions companies (telcos) and others that own their own 
lines because the cost of leasing a line from a telco is 


much greater than the cost to the telco of providing that 
line itself. Thus, firms that own their own lines have 


significant cost advantages over those which have to lease 
them. 

Rising demands for higher quality of service also 
suggests that the larger service providers are likely to 
begin to offer end-to-end guarantees, with the result that 
customers with the same service provider will receive 
better quality service than customers that use different 
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Internet Issues 
Should content be regulated? If so, how and to what 


Should encryption technology be controlled to facili- 
tate the detection of communications of criminals 


What measures can be implemented to protect intel- 
What is the role of public policy in setting the limits 


between publicly available information about an in- 
dividual’s activities on the Net and his or her right 


Should access to the Internet be paid for by 
subscription use, by pay-per-use fees or by ad- 
vertising revenues? 


| service providers. 

Quality-of-service classes might begin to emerge, 
along with different prices for essentially the same infor- 
mation. Differentials might be based on time (for exam- 
ple, real-time versus delayed reporting of stock prices), 
quality (colour and graphics versus black and white text) 
or other determining factors (bug fixes, plug-ins, add-ons, 
related links, etc.). 

There will likely be a market solution to replace 
| content regulation. For example, certain sites will set 
themselves up as “recommenders” providing content rat- 
ing, thus enabling clients to make informed judgments 
about whether their own individual values and tastes 
coincide with those of the recommender(s) and act accord- 
; ingly. 

It is also likely that the 

market will reject intrusive 
intellectual property (IP) pro- 
tection, as attempts to overly 
protect IP are competed away 
— much as software copy pro- 
| tection was competed away in 
| the 1980s. 
Privacy will also be an 
issue. There are two factors 
affecting privacy issues: an- 
noyance and “nosiness.” Of- 
ten, when people say they 
want their privacy they mean 
they don’t want to be annoyed. Here, the incentives of 
producers and consumers coincide, in that the former do 
not want to advertise to those unlikely to buy their product 
while the latter are interested only in information relevant 
to their purchasing decisions. Nosiness issues have to do 
with situations where the interests of the two parties are 
diametrically opposed — for example, you may not want 
the insurance company to know whether you smoke or 
not, whereas they want to know this information. Here, 
Professor Varian sees a role for public policy to sort out 
the limits between the public and private spheres. 


| The distant future of the Net is more difficult to 


predict. Varian considers two possible scenarios. The 
more likely outcome, in his view, is that only two or three 
firms will remain in the market, providing end-to-end 
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Because cybercrime will become a significant 
problem, some degree of regulation must exist 
on the Internet. 


service and negotiating some sort of interconnection. The 
exact number of firms will likely be determined by politi- 
cal and antitrust considerations rather than by technologi- 
cal factors. The other scenario is that many firms will 
operate in the market, with interconnection standards and 
settlements. However, Professor Varian has not seen 
much evidence of movement in this direction, so he labels 
this scenario highly unlikely. 

The phenomenon of increased wireless connectivity to 
the Internet, already present in the San Francisco area, will 
likely become widely available by the year 2000. 

Concerning content, either the browsers of today will 
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disappear and be replaced by an applications environment 
that is network-aware, or else the browser will become the 
operating environment and all applications will be bun- 
dled with it. 

Professor Varian also believes there will be 
some sort of regulation of the Internet. As with all 
important sectors — automobiles and transportation were 
cited as examples — some degree of regulation must exist. 
And, following the Willy Sutton principle — “Why do you 
rob banks?” “Because that’s where they keep the money!” 
— cybercrime will become a significant problem as more 
and more money is “kept” or transacted on the Internet. gy 
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In this issue ... 


FEATURED RESEARCH 


° Why Do Canadian 
Companies Opt for 
Cooperative Ventures? 


° Your Job: Shift or Get 
 Shafted! 


* How Important Are 
_ People to Economic 
- Growth? 


Do Payroll Taxes Kill 
Jobs? 


DIS TINGUISHED 
Be SERS SERIES 
te John Dunning Holds 
Forth on European 
Integration 


° Alan Rugman Discusses 
_ Environmental 
Regulations as Trade 
Barriers 


° Randall Morck Provides a 
Vision of the Future for 
Canadian Corporations 


PUBLICATIONS 


Micro-Economic Policy Mite Branch Bulletin 


How 1s Canada Coping With 
Globalization and Knowledge-based 
Growth Trends? 


The internationalization of business activities and the information revolution are radi- 
cally transforming the global economy. Advances in communications and computer 
technologies, together with relaxed restrictions on foreign ownership, are leading to 
increased integration of production and organizational facilities across nations. Many 
value-added activities are no longer restricted by national boundaries and have 
become global in scope and scale. 


Similarly, the information revolution is chang- 
ing the way work is being done in the economy. 
Corporations are no longer looking for ways to 
replace an older technology with a new technolog- 
ical advancement without radical changes in oper- 
ating techniques. Instead, they are seeking ways 
to exploit the potential of sophisticated informa- 
tion technologies. As one innovation moves in 
and displaces another, the “new” knowledge 
required supersedes or renders less valuable the 
“old” knowledge. Learning, knowledge accumu- 
lation, and restructuring are going on throughout 
the economy, and all economic agents are being 
forced to adjust to the new technologies. 


All of the articles in this issue deal with these trends in one way or another. The 
articles on strategic alliances, knowledge-based employment, and human capital con- 
cern the adjustment of the Canadian economy to the forces of globalization and the 
information revolution. The article on payroll taxes deals with their impact on 
employment, thus on human capital formation. The presentation by John Dunning 
deals with the impact of the European Union’s Internal Market Program on foreign 
direct investment and the integration of the European economies. Randall Morck 
discusses the implications of globalization and of the information technologies for 
the future of Canadian businesses. And Alan Rugman examines the impact of envi- 
ronmental regulations on trade flows and, hence, on global economic integration. 
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INDUSTRY CANADA RESEARCH AND PUBLICATIONS PROGRAM 


RECENT RELEASES 


WORKING PAPER SERIES 


No. 14: Employment Performance in the Knowledge- 
based Economy, Surendra Gera and Philippe Massé. 


This study examines the relationship between structural 
change and the employment performance of the Canadian 
economy over the 1971-91 period, using Statistics 
Canada’s input/output model. 


No. 15: The Knowledge-based Economy: Shifts in 
Industrial Output, Surendra Gera and Kurt Mang. 


This study examines the extent, nature, and pace of 
changes in the Canadian industrial structure. It also ana- 
lyzes the key factors driving this structural change. 


OCCASIONAL PAPER SERIES 


No. 15: Payroll Taxation and Employment: A 
Literature Survey, Joni Baran. 


This paper is a survey of the more salient analyses per- 
formed in the area of employer payroll taxes and their 
effect on job creation, with an emphasis on Canadian 
empirical research. 


FORTHCOMING 


WORKING PAPER SERIES 


No. 16: Business Strategies of SMEs and Large Firms 
in Canada, Gilles Mcdougall and David Swimmer. 


No. 17: The Impact of China’s Trade and Foreign 
Investment Reforms on the World Economy, Winnie 
Lam. 


OCCASIONAL PAPER SERIES 


No. 16: Sustainable Development: Concepts, Measures, 
Market and Policy Failures at the Open Economy, 
Industry and Firm Levels, Philippe Crabbé. 


ANNOUNCEMENTS 


DISTINGUISHED SPEAKERS IN ECONOMICS PROGRAM 


Programming for the 1997-98 lecture season is underway. 
Details will be announced in the next issue of M/CRO. 


MICRO is a quarterly newsletter highlighting micro-economic research findings, published by the Micro-Economic Policy Analysis 
Branch of Industry Canada. Abstracts of Industry Canada research volumes, working papers, occasional papers, discussion papers, 
and the full text of MICRO can be accessed via STRATEGIS, the Department's online business information site, at http://strate- 
gis.ic.gc.ca. For more information about our research publications, or to place an order, contact the Micro-Economic Policy 
Analysis Branch, Industry Canada, 5th Floor, West Tower, 235 Queen Street, Ottawa, ON, KIA _ OH5. 
Telephone: (613) 952-5704; facsimile: (613) 991-1261. ISSN 1198-3558. 
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Canadian firms are increasingly realizing 
they not only have to compete fiercely 
but must cooperate strategically. 


, HY FEATURED RESEARCH 


Why Do Canadian Companies Opt For | economies, resource pooling, and risk- and cost-sharing 

C tive Vent 9 among alliance partners. However, the driving forces 
ACE VUES: behind the growth of the partnership phenomenon are also 

: : more subtle, deeper and more permanent. They include 

a. of the stand-alone business arereoins the way of globalization, systematic and more rapid technological 

the dodo bird, suggests Sunder Magun in a recent study change, and a growing acceptance of the view that, by 


prepared for Industry Canada.* Canadian firms are itself, competition does not ensure an optimum innova- 


increasingly realizing that, in a knowledge-based econo- tion-led growth. In effect, both competition and coopera- 
my, they not only have to compete fiercely but also to tion between individual firms are needed to ensure such 
cooperate actively with one another in order to advance growth in a dynamic, uncertain world. 


their economic, especially strategic, objectives. Our firms 
now strongly believe that crucial knowledge and special- 
ized capabilities are embedded in their company culture, 
business practices and internal routines and working rela- 
tions, and that they can learn from one another through 
collaboration. 


Government attitudes towards and expectations about 
the role of interfirm cooperation in promoting innovations 
or in sustaining or improving competitive advantage have 
also changed dramatically. In the past, governments used 
to believe that interfirm cooperation was harmful to the 
economy because of potential anticompetitive effects. 
Today, most business alliances are now seen as beneficial 
to the economy and are being promoted by various policy 
initiatives. 


Canadian firms are actively seeking domestic and for- 
eign alliance partners and taking part in various forms of 
interfirm cooperative agreements. About one in nine 
Canadian companies has some sort of arrangement of this 
type. These alliances take many forms, ranging from 
“nre-competitive” R&D consortia to co-production, cross- 
equity arrangements and equity joint ventures with sepa- 
rate legal entities. 


When Canadian firms enter into strategic alliances, they 

are motivated by a number of objectives, not just a single 
| goal. Through these arrangements, the firm may be seek- 
ing to gain access to new markets or new technologies, to 
cope with escalating R&D costs, to speed up product or 
process development, or to achieve cost competitiveness. 
More than half the companies surveyed by Magun indicat- 
ed that their primary goal was to gain access to new mar- 
kets in order to build global or domestic capabilities. This 
motivation has a lot to do with the small size of Canada’s 
domestic markets. Several Canadian companies have 
grown by expanding into foreign markets through partici- 
pation in strategic alliances. Two other important reasons 
that Canadian firms join strategic alliances include gaining 
access to new technologies or new resources, and reducing 
financial risks. 


Global competitive pressures, large and rising costs of 
R&D and faster rates of product obsolescence have 
increasingly induced large numbers of firms to form 
strategic alliances. Indeed, Magun finds that many indi- 
vidual firms participate concurrently in a large number of 
international technology consortia. Securing complemen- 
tary technologies, reducing the innovation time span and 
sharing the risks in technology development “at the fron- 
tier” are the main reasons for participating in multiple 
alliances. 


In the past, joint ventures between Canadian companies 
and foreign firms were often a means of gaining access to 


foreign markets in an effort to circumvent high trade barri- Many factors supposedly drive alliance activity. Magun 
ers. Today, the more obvious reasons for the emergence has conducted an empirical analysis of alliance participa- 
of strategic alliances are related to scale or scope tion and found sharp differences between knowledge- 
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Canadian firms take part in various types of 
strategic partnerships, the most important 
ones including joint ventures and R&D 
consortia. 


based and traditional industries in that regard. In the 
knowledge-based sector, the two significant elements that 
determine alliance participation are firm size and the rate 
of return. As firm size increases, participation in alliances 
also increases. Larger firms are likely to have better 
established marketing and R&D infrastructure and more 
physical and financial resources, and thus are often con- 
sidered better partners for alliance formation. On the 
other hand, the rate of return is negatively related to 
alliance participation. Low rates of return induce firms to 
seek growth opportunities externally through alliances, 
mergers, or direct investment abroad. 


In contrast, the three key determinants of alliance par- 
ticipation in the traditional industrial sector are: the 
debt/equity ratio, capital growth and exports. Rapid 
growth of capital investments implies that the firm is 
expanding internally, without relying on the external 
source of strategic alliances. Thus, when the firm’s capi- 
tal growth accelerates, its participation in alliances 
declines. Similarly, exporting firms do not need alliances 
to gain access to new markets or to jump barriers in 
emerging markets and regional trading blocks. On the 
other hand, with rising debt/equity ratios, firms will enter 
into strategic partnerships in order to leverage their 
resources. Overall, Magun’s findings suggest that the 
average probability of taking part in strategic alliances in 
the knowledge-based sector is 72 per cent, compared to 
only 16 per cent in traditional industries. 


Canadian companies take part in various types of strate- 
gic partnerships. The most important ones include joint 
ventures, research consortia and co-marketing. Joint ven- 
tures predominate, with 27 percent of the total, followed 
by R&D consortia with 15 percent and co-marketing with 
14 percent. Cross-equity alliances are not popular, form-- 
ing only 3 percent of the total. Joint ventures are mostly 
found in mining and construction, and in power, oil and 
gas, whereas research consortia are only found in infor- 
matics, electronics and computers, telecommunications, 
and transportation. Most co-marketing and cross-licens- 
ing alliances are also found in the two or three industries 
in this group. 


Distribution of Strategic Alliances by Type 


Joint Ventures 
27.0% 


R&D Consortia 
15.0% 


_ Others 
21.0% 
Co-Production. 

9.0% 


Cross-equity 
Co-Marketing \ 


14.0% Cross-licensing 
11.0% 

Interfirm alliances with distributors preponderate in 
Canada. Roughly four fifths of such arrangements are 
found in the informatics, electronics and computers, and 
telecommunications industries. These two sectors special. 
ize in niche products and sell them through a worldwide 
network of distribution alliances. 


Firms were also asked to identify and rank the specific 
effects of strategic partnerships on their competitive 
advantage. The most important impacts include: improv- 
ing the company’s market and resource access; enhancing 
strategic growth by building world-class capabilities; and 
building financial strength by lowering risks. At the other 
extreme, the results are a little surprising: the least impor- 
tant effects are related to increasing exports, increasing 
investments and building the company’s knowledge and 
skills by reducing the learning curve at all stages in the 
production process. 


Almost all respondents indicated that government could 
promote Canada’s international competitiveness by 
encouraging strategic alliances. However, the interventior 
should be indirect, providing only a supporting role. 
Several firms see a dual role for government. First, as a 
broker, connecting potential alliance partners. And sec- 
ond, as an information source, providing background data 
about potential foreign alliance members. 


For governments, however, strategic alliances are not 
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without their downside. Partnerships with foreign compa- 
nies raise issues about national sovereignty, national secu- 
rity, and the control of the national economy. What is the 
nationality of cross-border alliances? Who owns the prod- 
ucts and process technologies developed by cross-border 
R&D consortia? Who controls cross-border alliances in 
key strategic industries such as computers and telecommu- 
nications? These, suggest Magun, are difficult issues that 
will most likely be resolved only through multilateral 
negotiation. 


* The Development of Strategic Alliances in Canadian Industries: 
A Micro Analysis 

Working Paper Series #13 

by Sunder Magun 


Your Job: Shift or Get Shafted! 


The composition of the Canadian job market is slowly 
moving towards more knowledge-intensive activities, say 
Surendra Gera and Philippe Massé in a recent Industry 
Canada working paper*. There is strong evidence that the 
ability of those with little education or work experience to 
get or hold on to a job has been worsening since the early 
1980s and that investment in education — and more specif- 
ically, in knowledge and skills — is the key to riding out 
employment corrections both at the firm level and in the 
economy as a whole. 


Gera and Massé recently conducted a study that exam- 
ines the relationship between structural change and 
Canada’s employment performance over 1971-91. The 
paper addresses three questions: 1) Is the employment 
structure shifting towards innovative industries? 2) What 
factors are driving these shifts? 3) How are labour mar- 
kets adjusting to the new demands of the knowledge- 
based economy? New growth theory suggests that knowl- 
edge, both as an input and an output, is a key source of 
long-term growth and job creation. 


The structure of all industrial economies has been 
changing towards knowledge-driven systems over the past 


The structure of all industrial economies has 
been changing towards knowledge-driven 
systems, and Canada is no exception. 


decade, and the Canadian economy is no exception. Gera 
and Massé document a shift towards high-knowledge 
industries, using a definition of “knowledge-based indus- 
tries” that includes services. The study reveals that high- 
knowledge-based industries have had higher employment 
growth than medium- and low-knowledge industries. For 
example, employment growth in high-knowledge indus- 
tries was almost 2.5 times that of their medium-knowledge 
counterparts and almost twice that of low-knowledge 
industries. 


Employment Growth by Level of Knowledge Intensity 
Total Business Sector, 1971-1991 and 1991-1996 
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By international standards, however, the employment 
performance of the Canadian high-technology industries 
has been mediocre. In the OECD countries, employment 
in the high-technology sector increased by 5 percentage 
points over 1970-91 to about 20 percent of total manufac- 
turing employment. The corresponding figures for 
Canada were only 1 percentage point and 12 percent, 
respectively. 


Employment growth can be decomposed into six factors 
affecting structural shifts — namely, changes associated 
with final domestic demand, exports, imports, production 
techniques, labour productivity and all other factors. 
Domestic demand and labour productivity have always 
been important determinants of employment growth. The 
decomposition analysis conducted by Gera and Massé also 
shows that trade and technology play a greater role in job 


High-knowledge-based industries have had 
higher employment growth than medium- and 
low-knowledge industries. 


increases. Exports have become a dominant factor in 
employment growth, particularly in high-knowledge, high- 
technology and high-wage manufacturing industries. 
Conversely, import penetration has adversely affected 
employment growth in low-knowledge, low-technology, 
low-wage, low-skill and labour-intensive industries. The 
importance of trade and technology is also increasing in 
the Canadian service sector. 


Finally, concurrent with the employment shift into 
knowledge-based industries, Gera and Massé find that a 
widespread “up-skilling” of Canadian employment has 
taken place across all sectors since 1971, mainly as a 
result of employment changes within industries rather than 
of shifts between them. This development, noted in both 
the manufacturing and service sectors, may reflect a wider 
diffusion of technology. 


* Employment Performance in the Knowledge-based Economy 
Working Paper Series #14 
by Surendra Gera and Philippe Massé 


How Important Are People to 
Economic Growth? 


The study of economic growth has long focused on the 
growth of technological progress while implicitly accept- 
ing that strides in technology have somehow been accom- 
panied by advances in technological knowledge. 
However, new growth theories suggest that knowledge has 
always been the driving force behind economic growth. 
Through the accumulation of knowledge, firms are able to 
develop more effective production processes as well as 
new products. The bottom line, according to a recent 
study by Keith Newton*, is that performance depends 
increasingly on the human factor: to survive and prosper 
in the knowledge-based economy requires flexibility and 
speed in learning and applying new techniques and ideas. 
Learning involves a shift in emphasis from generating and 
disseminating codified knowledge in a structured, hierar- 
chical system to fostering an environment of creativity 
and flexibility based on tacit knowledge. Thus human 


resource strategies must occupy a central place in overall 
corporate strategy in order to create the conditions in 
which continuous learning and innovation can take place. 


Newton describes the various kinds of human resource- 
based management strategies that have evolved in respons« 
to competitive pressures. In particular, three management 
strategies, each with its own conceptual identity, literature, 
and practice, are examined. They are: organizational 
innovation (OI), total quality management (TQM), and the 
“new” human resource management (HRM). 


According to Newton, global competitive pressures 
have given rise to a systematic response aimed at maxi- 
mizing firm-level performance through knowledge- and 
skill-based innovation strategies. Recent theoretical 
research and empirical evidence suggest that these human 
resource management strategies and their constituent prac: 
tices have positive impacts on a variety of performance 
indicators, including productivity, unit labour costs, quali- 
ty, and profit growth. In contrast, firms in “old economy” 
activities and those relatively more protected from open 
competition are less likely to engage in these practices. 


Newton advocates a role for government in the diffu- 
sion of high-performance human resource management 
practices, for several reasons. First, as mentioned above, 
these strategies appear to have positive impacts on key 
economic variables that measure industrial performance. 
Second, the “take-up” of these practices is not as rapid or 
comprehensive as efficiency considerations warrant. 
There is a “public good” element to investment in such 
strategies, analogous to that found for R&D and for the 
diffusion of “hard” technologies; hence there is a collec- 
tive benefit in the form of wealth and job creation. Third, 
there is the question of “externalities.” As these human 
resource strategies require substantial investment in peo- 
ple, there are legitimate concerns about an investor’s abill- 
ty to capture sufficient benefits if the workforce is some- 
what mobile. Finally, because of imperfect or costly 
information, it may be difficult for businesses (small 
firms, in particular) to assess the costs and benefits of 
these strategies. 
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Evolution of the New Management Paradigm 
Contextual New management 
factors paradigm 
¢ Globalization ¢ Organizational 
¢ Trade liberalization innovation 
¢ Technological change ¢ Total quality mgm’t 
¢ Shift to services ¢ Strategic human 
resource management 
Characteristics Skills and attitudes 
of the new economy needed 
¢ Incessant change ¢ Flexibility 
¢ Turbulence ¢ Opportunism 
¢ Discontinuity ¢ Innovation 
¢ Uncertainty ¢ Global view 


This is not to say that government is not already active 
ina number of ways. At the federal level, the depart- 
ments of Employment and Labour (now combined under 
the Human Resource Development Department) have 

been actively involved in many aspects of human resource 

development over the years. As well, the industry depart- 
ment has put into place programs and policies designed to 
provide services to business pertaining more specifically 

to the management strategies outlined above, as well as to 
disseminate strategic information products and services. 


Notwithstanding the current level of understanding of 
these human resource development issues, there is room 
for evolution on the research and data collection fronts, 
suggests Newton. On the research front, a variety of 
activities are warranted. First, further empirical work is 
needed on the impact of management skills development 
and innovative management practices on bottom-line per- 
formance indicators. Second, a review and evaluation of 

various kinds of initiatives, activities and events that dis- 
seminate empirical findings is required in order to effec- 
tively transmit the results to managers. Third, there is a 
need for an assessment of the most effective means of 
delivering advice, information and direct training services 
to address perceived needs. 


ee 


Human resource strategies aimed at maximizing 
firm-level performance through knowledge- and 
skill-based innovation must occupy a central 
place in overall corporate strategy. 


As data needs are most likely to be filled by the survey 
approach, a “4-C” approach to data collection is advocated: 
coordination, comprehensiveness, comparability, and conti- 
nuity. Coordination would make it easier to explore and 
exploit opportunities for linkages, cross-references, and 
complementarities with other studies. Comprehensiveness 
refers to covering a broad variety of technological and 
organizational innovations as well as changes in high-per- 
formance management practices. Comparative information 
on the uptake of innovative practices of competitors at 
home and abroad is vital if Canadian managers are to mea- 
sure their performance. And finally, continuity allows for 
the assessment of one’s position over time. 


* Management Strategies in the Knowledge-based Economy 
Occasional Paper Series # 14 
by Keith Newton, 


Do Payroll Taxes Kill Jobs? 


Policy discussions often turn to questions related to the 
causes of persistent unemployment. One of the areas 
examined has been employer payroll taxes and their effect 
on job creation. Joni Baran, an Industry Canada 
researcher, has surveyed some of the more noteworthy 
studies dealing with the impacts of payroll taxes on 
employment, with an emphasis on Canadian empirical 
research*. 


Payroll taxes have been around for quite some time. 
The first payroll taxes in Canada were introduced in 1915 
to fund a worker’s compensation program in Ontario. 
Payroll taxes made their appearance on the federal scene in 
1940, with the implementation of an Unemployment 
Insurance scheme. Premiums were levied on both employ- 
ers and employees to fund the program. A quarter of a 
century later, in 1966, the feds were at it again with the 
introduction of the Canada/Quebec Pension Plans 
(CPP/QPP). Since then, several provinces have imposed 
payroll taxes to fund programs in areas as varied as work- 
er’s compensation, health spending and education. 


Not only do governments tax our wages, but the size of 


The size of the tax bite has been growing. 
Payroll taxes per employee have vaulted 
from $803 in 1966 to $3,273 in 1993. 


the tax bite has been growing. As a proportion of wage 
income, the level of payroll taxation in Canada has 
increased from 1.9 per cent in 1961 to 11.6 per cent in 
1993. Payroll taxes as a percentage of gross domestic 
product have more than doubled since 1970 and stood at 
6.0 per cent in 1994. Total payroll taxes per employee, 
expressed in 1993 constant dollars, have vaulted from a 
national average of $803 in 1966 to $3,273 in 1993. 


Unemployment Insurance (now Employment Insurance) 
premiums comprise the largest component (42 per cent) of 
payroll taxes, and increases in UI contribution rates have 
been the main catalyst behind the rise in the absolute level 
of payroll taxes. Increases in the UI component accounted 
for almost half of the overall payroll tax increases in the 
1970s, for one third in the 1980s and for three quarters in 
the 1990s. Changes to UI financing arrangements in 1990 
eliminated any general revenue contributions to the pro- 
gram, leaving it funded entirely through employee/employ- 
er contributions. This change has tended to put upward 
pressure on premium rates. CPP/QPP contribution rates 
are set to cover outlays, and the proposed combined 
employee/employer contribution rates are expected to 
climb from 5.6 per cent in 1996 to 9.9 per cent by 2003. 


In a competitive labour market, an increase in employer 
payroll taxes raises the cost of labour relative to other factors 
of production. As a result, the demand for the more expen- 
sive labour falls and wage rates must shrink to clear the mar- 
ket. Likewise, an increase in employee payroll taxes 
reduces the proceeds from work; the number of those will- 
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ing to work at a reduced rate declines and (holding the 
demand for labour constant) wage rates must rise to com- 
pensate for the additional taxes. In either situation, non-tax 
wage rates and employment levels fall, and employers and 
employees share the burden of the payroll tax increases. 
Precisely who bears that burden depends on relative changes 
in the supply and demand of labour resulting from the 
change in the price of labour associated with the payroll tax. 
The magnitude of these changes is known as the elasticity of 
labour supply and demand, respectively. The less elastic the 
supply of labour and the more elastic the demand, the 
greater the share of the burden that labour will bear. 


Following a technical review of the literature, Baran 
writes that six general conclusions can be drawn about 
payroll taxation. First, there is a general consensus that 
increases in payroll taxes have adverse employment effects 
in the short run. Second, earlier findings which suggested 
that these increases had no long-term effects on employ- 
ment have been called into question in recent studies. 
Third, the empirical evidence tends to support the notion 
that increases in the employer’s share of payroll taxes have 
a greater adverse short-run impact on employment than 
taxes imposed on the employee. Fourth, there are com- 
pelling arguments suggesting that the effects of a decrease 
in payroll taxes would not be symmetrical to those of tax 
hikes. Thus, assuming payroll tax changes are passed 
through to workers and are reflected in changes to wages, 
reducing employer payroll taxes is likely to yield a smaller 
boost to employment than the corresponding loss attributed 
to a comparable increase in employer contributions. Fifth, 
ceilings on maximum contributions make marginal payroll 
tax rates higher for lower-income employees, which sug- 
gests that payroll taxes have greater negative employment 
impacts on these employees. Finally, arguments have been 
advanced that the impact of payroll taxes may be different 
for small businesses, since these taxes constitute a larger 
portion of total taxes for smaller firms and these firms tend 
to be more labour-intensive. ‘s 


* Payroll Taxation and Employment: A Literature Survey 


Occasional Paper Series # 15 
by Joni Baran 
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John Dunning Holds Forth on European 
Integration 


The European Community (EC) has been 
integrating for close to forty years now, 
since the common market strategy was 
announced in the mid-1950s, says 

John Dunning, State of New Jersey 
Professor of International Business at 
hisers University. In an October 1996 Distinguished 
Speakers in Economics presentation, Professor Dunning 
contended that initially, European integration took the 
form of the removal of intra-EC tariffs (tariffs between 
member countries of the EC) and the establishment of a 
common external tariff. In the early 1980s, European 
businesses began to push for the removal of non-tariff bar- 
riers as well in order to improve their competitiveness. 
These pressures led to the announcement in 1985 of the 
Internal Market Program (IMP) for inbound foreign direct 
investment (FDI). 


During the 1960s and 1970s, the reduction or elimina- 
tion of tariff barriers was the 


European integration has had a definite 
impact on foreign investment in 
the European Community. 
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scale, where U.S. firms had the greatest competitive (or 
ownership-specific) advantages, where pre-Community 
tariffs between EC member states were the hi ghest, and 
where Common Market barriers to U.S.-EC trade were 
the most severe. 


The IMP had a definite impact on the stock of FDI 
directed to the EC, says Dunning. Over the five years 
immediately prior to the announcement of the IMP, the 
share of FDI directed to the EC was 29.4 per cent of that of 
all recipient economies worldwide and 40.0 per cent of that 
of the developed economies. Five years after the announce- 
ment, the EC’s shares had risen to 40.0 per cent of all 
economies and 49.8 per cent of all developed economies. 
Thereafter, the EC’s share of FDI directed to developed 
economies stabilized and even declined slightly as a share 
of worldwide FDI, mainly due to the increasing attractive- 
ness of developing economies and, in particular, China. 


There was, however, a marked difference in the pattern 
of who was investing after the IMP was announced. The 
EC countries attracted a slightly higher share of FDI from 
the United States and Japan in the early 1990s than they 


principal means of integration. 
American and Japanese firms, 
it seemed, were better able to 
take advantage of the removal 
of tariff barriers in certain sec- 
tors as they switched from 
defensive import-substituting 
FDI to a rationalized (or effi- 
ciency-seeking) and offensive 
(market-seeking) FDI. About 
90 per cent of that investment 
was concentrated in the “core” 
countries of the EC, with 
much of it taking place within 
a 500-mile radius of Frankfurt. 
Sectorally, U.S. investment in 


ment of the IMP. 


e The Internal Market Program had a defi- 
nite impact on FDI into Europe. 


e  Intra-EC FDI took off after the announce- 


e _Non-European investment was concentrat- 
ed in sensitive sectors. 


e Evidence suggests a shift of investment 
away from core countries to southern 
Europe and Ireland. 


° Trade and foreign direct investment are 
found to be complementary. 


did over the period 1985-87; the 
ly intra-EC share more than doubled 
over the same period. 


There was also a change in 
how investors were investing, 
says Dunning. The evidence 
available points to an increasing 
concentration of external FDI into 
the EC in high-technology sectors 
(for example, computers, motor 
vehicles, pharmaceuticals, elec- 
tronic equipment and industrial 
instruments) and a rise in FDI by 
both EC and non-EC investors in 
© the service sector, particularly in 
J finance, banking and insurance, 


manufacturing subsidiaries 


was most marked in sectors subject to plant economies of 
| 


telecommunications and business 
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Environmental policies and regulations are 
being manipulated unilaterally to form barriers 
to trade. 


services. Dunning cautions that it is difficult to establish 
to what extent this is due to the IMP per se or to other 
factors such as the deregulation and liberalization of ser- 
vice-related markets. 


In addition, there were subtle changes in where 
investors were investing. Professor Dunning notes that in 
all sectors except services there was a slight decline in 
geographical concentration between 1982 and 1991. This 
decline is in contrast to the increase in geographical con- 
centration that occurred between 1972 and 1982. Data on 
U.S. affiliates in the EC suggest a slight shift towards U.S. 
investment in medium-income EC countries — Greece, 
Ireland, Portugal and Spain — while data on intra-EC 
investment indicate a possible shift to southern Europe. 


Turning towards the links between trade and FDI, 
Dunning suggests there are close ties between FDI and 
trade intensities. He presents evidence that reveals similar 
trends in changes in the FDI of U.S. multinationals in 
Europe to exports from these corporations to their European 
affiliates and to the intra-EC trade of these affiliates. This, 
Dunning argues, suggests complementarity between the 
sales of affiliates and exports from the investing countries 


Alan Rugman Discusses Environmental 


Regulations as Trade Barriers 


Environmental regulations captured by domes- 
| tic groups and used for protectionist purposes 
are one of the “hot” topics on the agenda at the 
World Trade Organization (WTO). “Don’t 
look now, but it’s happening,” says Alan 
Rugman, professor of International Business at 
the University of Toronto. 


In a November 1996 Distinguished Speakers in 
Economics lecture, Professor Rugman presented his 
framework for assessing the trade-distorting aspects of 
environmental regulations by discussing several case stud 
ies where environmental standards have been manipulatec 
to form barriers to trade. 


According to Professor Rugman, environmental policie 
and regulations are being manipulated unilaterally to off- 
set the competitive advantages gained by foreign firms 
through their governments’ policies and standards. This 
type of direct interference with trade is rarely the best way 

of realizing specific environ- 


and between both of these 
variables and intra-EC trade. 


Overall, concludes 
Professor Dunning, the 
effects of the IMP are also : 
found to be industry-specific. 
And the evidence is consis- 
tent with the fact that EC 
external trade barriers and the 
notion of “Fortress Europe” 
perceived by some non-EC : 
foreign investors have led to 
more defensive FDI by non- 
European investors. 


¢ Increasingly, environmental policies and regula- 
tions are being manipulated unilaterally to gain 
a competitive advantage on the trade front. 


Governments should focus on promoting non- 
discriminatory domestic policies that offer the 
most efficient approach to dealing with environ- 
mental concerns and support the true spirit and 
intent of liberalized trade measures. 


International cooperation to develop and imple- 
ment appropriate environmental policies and | 
standards for products and processes is required 
as a means of reducing and eliminating potential 
trade frictions. But trade and environmental 
policies need to be separated and should be dealt 
with in their respective international fora. 


= mental objectives. 


Seven major cases were 
examined in detail. Each wa: 
categorized according to the 
type of environmental regula: 

D tion imposed — either shel- 
ter-based or environmentally 
based. Shelter-based regula- 
tion is defined as an environ- 
mental regulation “captured” 

| in its administration by a 

domestic industry lobby seek 

ing to use the regulation as a 

discriminatory entry barrier 
against foreign competitors. 

Environmentally based regu- 

lations are founded on main- 
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The real competition in a capitalist 
economy is the competition to innovate, 
not to cut prices ... 


ly environmental concerns, with no clear domestic pro- labour. When viewed in this light, innovation and global- 
ducer benefiting from the regulations. In five of the _ ization are two aspects of the same factor driving change. 
seven cases analyzed (UHT milk, lobsters, PCB exports, Specifically, the return on innovation as an investment 
salmon/herring, and the Ontario canned beer levy), shel- depends on the firm’s scale of operation; if the scale of 
ter-based regulations were imposed as disguised environ- _ operation is small, then small returns are to be expected; if 
mental regulations to protect the home market of a given the firm has a large scale of operation, the return is much 
country or region from foreign competition. The two bigger. Companies that have innovated want access to as 
remaining cases (tuna/dolphins, and MMT additives) are, | many markets as they can, will lobby for free trade and 
according to Rugman, environmentally based trade objec- _ will try to produce for the largest market possible, thus 
tives. | contributing to globalization. Similarly, innovating com- 


panies with very big markets want to apply their innova- 
“What this means for governments,” says Rugman, “is tions all over the world. In other words, globalization 


that they should focus on promoting non-discriminatory spurs innovation. Buttressing this view is the conjecture 
domestic policies that offer the most efficient approach | that innovating firms earn temporary “supra natural” rates 
to dealing with environmental concerns and which sup- _ of return because their innovation provides them with a 
port the true spirit and intent of liberalized trade mea- kind of monopoly, and hence with monopoly returns, until 
sures. On the international front, cooperation to develop another competitor innovates and creates its own monop- 
and implement appropriate environmental policies and _ oly. In short, prosperity is built on innovations rather than 


standards for products and processes is additionally 
required as a means of reducing and eliminating areas | 
for potential trade friction.” 


cheap labour or cheap capital. 


Two other factors are key to understanding the future. 
First, human nature, being what it is, is both hard to 
change and slow to change. What this implies for the 


Randall Morck Provides a Vision of the | future, according to Morck, is that individuals and firms 


| . . will continue to try to maximize their own well-being. As 
Future for Canadian Corporations long as there are reasonable protections for innovative 


ideas, people (and firms) will continue to have an incen- 

: : ee tive to innovate and to try to gain some advantage that 
pine tot ee ee tone as an oe will make them rich. This particular feature of capitalism 
and very familiar lament. “Not quite so, _ enabled it to survive the rise and fall of communism, says 
poy Raneall More ich iepncns  Morck. Under socialism, where the benefits accrue large- 
Jarislowsky Distinguished Professor of | ly to the state, there were no incentives for individuals to 
Finance at the Faculty of Business of the innovate. However, human nature reared its ugly head 


“The trouble with our times is that the 


University of Alberta. In a recent under the socialist systems, with factory managers deliber- 

Distinguished Speakers in Economics presentation on his ately creating production shortfalls in order to receive 
vision of the future for Canadian corporations over the _ bribes for additional shipments. If they could not get rich 
next ten to fifteen years, Professor Morck argued that ome eoeanonth ey could by bribery. For corporations, 
key to making “educated guesses” about the future isto this suggests that 1) there are unique advantages to gain- 
understand and use economics. ing a competitive edge over their rivals; and 2) firms that 
| : develop profitable innovations will need to invest a large 

The real competition in a capitalist economy is the _ part of their profits in developing further innovations. 
competition to innovate, not to cut prices. Prosperity is 
built on innovations rather than cheap capital or cheap 


Miucro 


Governments should resist policies aimed at 
regulating prices, subsidizing small firms, 
and providing direct subsidies for R&D. 


Second, demographic factors are such that they will cer- | And while there are roles for public policy in the 
tainly impact on corporations. As the demographic bulge | emerging information economy, argues Professor Morck, 
of baby boomers ages, they will once again begin to _ governments should resist policies aimed at correcting 
receive more government services than they pay for via “non-competitive prices,” since setting prices at regulatory 
their taxes — just as they did when they were of school hearings removes the incentive for regulated firms to 
age. Furthermore, with their size and potential political innovate. Governments should also avoid subsidizing 
clout, they may begin to demand a more leftist govern- small firms. “If viable small firms cannot raise funds, the 
ment agenda, replete with programs aimed at seniors. real issue is that the banking and finance industries need 
This may pressure governments to raise taxes and will more competition,” says Morck. He adds that governmen 
undoubtedly affect corporations. should not provide direct subsidies for R&D except to 

subsidize training, education and basic research. The gov: 

Professor Morck foresees that management fads — _ ernment’s role is to create the right economic environmen 
diversification, downsizing, re-engineering, total quality for firms to carry out successful R&D. And, continues 
management, just-in-time delivery, quality circles, Zen Morck, higher rates of innovation imply a higher rate of 
philosophy and the like — are short-term phenomena and obsolescence, creating economic instability. Business fail 
are not likely to have lasting effects. The corporation of ures will increase as a result of increased innovation, and 
tomorrow will look pretty much like the corporation of people will be put out of work. There will be, predicts 
today. Nor will there be a mass migration of Canadian Morck, calls for government action to compensate and 
companies to low-cost developing countries. Middle man- retrain them. “The bottom line”, according to Professor 


agers may be shed as out- 
sourcing gains popularity, and 
corporations and governments 
will be pressed to retain 


Morck, “is that government 


» should return to its core busi- 
_ ness: fostering trust so that 
people will invest. Paramount 


The real competition is the competition to 
innovate, not to cut prices. 


workers. On the other hand, E 
Canadian firms will become 
more decentralized and will 
use more merit-based com- 
pensation. Corporations will 
need highly educated employ- 
ees but will be reluctant to 
pay for their education. This 
will put pressures on blue-col- 
lar job security. 


Prosperity is built on innovations rather than || this role is the design of 


cheap labour or cheap capital. good laws governing financial 
markets and corporations”. f 


¢ The corporation of tomorrow will look much 
like the corporation of today. 


ZOE 
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¢ There will be no mass migration of Canadian |_ 
companies to low-cost developing countries. 


* The government's role is to create the right — | 
5 : i 

economic environment for firms to carry out e 
: 


Globalization will have its successful R&D. 


effects, suggests Dr. Morck. 
Companies that prosper in the 
information age will need significant international experi- 
ence. Even if no domestic rivals arise, firms that fail to 
innovate will be threatened by foreign competitors. The 
high growth rates of emerging economies will stall when 
they pull even with the currently developed economies. 
Emerging markets will become less attractive over time. 
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Micro-Economic Policy Analysis Branch Bulletin 


The Poor and the Rich: yee 


In this issue ... | DEC A 
| Sources of Growth \y, 


‘EATURED RESEARCH 
Understanding the process of economic growth is one of the key imperatives of pub- ~~ 
oe lic policy and a major concern of economics. Across the globe, many poorer coun- 
| oo —- tries are struggling to catch up with richer ones; the surest remedy for under-devel- 
opment is economic growth. While it is true that growth can create problems of its 
| What is Important to a own — pollution and excessive urbanization, for example — such ills pale in compari- 
| Firm’s Growth? son with the harm done by the economic backwardness of poor countries. The cost 
_ of this backwardness, in the form of poor living standards and needless suffering, is 
| Whither the Economy? staggering. 
| The study of growth need not be 
ee pursued only in the global context. 


'PEAKERS SERIES 

_ Monty Graham Discusses 
_ the WTO Singapore 

| Meeting 


Within an individual nation, firms 
» struggle with growth, trying to catch i 
| up with larger, more successful ones.i 
= Even within the microcosm that is 
@) the firm, individuals grapple with 

| their own relative placement, mea- 
sured in terms of remuneration and 
job security. 


_ Jagdish Bhagwati Cooks 
_in the World Trade 
_ Kitchen 


_ Dale Jorgenson on New ; ; 
Concepts of Growth All of the articles in this issue deal with the theme of growth in one way or another. 


, Winnie Lam considers China's growth prospects in light of a series of foreign-invest- 
| ment and trade-liberalization initiatives. Gilles Mcdougall and David Swimmer 


NNOUNCEMENTS 


explore the factors that contribute to a firm's growth while Surendra Gera and Kurt 
The 1997-98 Lecture Mang examine the role played by the "new economy" industries in the growth and 
Program restructuring of the Canadian economy. The presentation by Monty Graham, in the 


wake of the Singapore WTO ministerial meeting of December last year, deals with 
| The Financing Growthin —_ the growth opportunities arising from the opening of international markets to new 
entrants. Jagdish Bhagwati decries the proliferation of preferential trading arrange- 
ments in favour of multilateral trade negotiations and emphasizes the increased 

I growth opportunities that result from reducing impediments to worldwide trade. And 
mee CATIONS Dale Jorgenson examines the major sources of growth in OECD countries as well as 
in the newly industrializing economies of Asia and Latin America. 


Canada research volume 
book launch is set 


Autumn 1997 


ad Industry Canada __ Industrie Canada 


Micro 


INDUSTRY CANADA RESEARCH AND PUBLICATIONS PROGRAM 


RECENT RELEASES FORTHCOMING 


WORKING PAPER SERIES _ OCCASIONAL PAPER SERIES 
No. 16: Business Strategies of SMEs and Large Firms No. 16: Sustainable Development: Concepts, Measures, 
in Canada, Gilles Mcdougall and David Swimmer. Market and Policy Failures at the Open Economy, 


Industry and Firm Levels, Philippe Crabbé. 
This research, using survey information of individual 


firms, investigates whether the strategies for growth and No. 17: Measuring Sustainable Development: A Review 
competitiveness pursued by large firms are different from of Current Practice, Peter Hardi, Stephan Barg, and 
those of SMEs. Tony Hodge. 
| 
No. 17: Impact of China’s Trade and Foreign | No. 18: Reducing Regulatory Barriers to Trade: 
Investment Reforms on the World Economy, Winnie Lessons for Canada from the European Experience, 
Lam. Ramesh Chaitoo and Michael Hart. 


This study investigates the scenario in which China totally 
removes all its trade and foreign investment restrictions. __ 
The implications for China as well as for other trading | 
nations are studied using the computational general equi- | No. 5: Industry Canada's Foreign Investment Research: 
librium technique. Messages and Policy Implications, Ron Hirshhorn. 


DISCUSSION PAPER SERIES 


ANNOUNCEMENTS 
FORTHCOMING 


DISTINGUISHED SPEAKERS IN ECONOMICS PROGRAM 


WORKING PAPER SERIES Please see page 14 for the 1997-98 lecture program. 


Noo 18?" Regional Dapaniies ty Canada: FORTCOMING INDUSTRY CANADA RESEARCH VOLUME 


Characterization, Trends and Lessons for Economic 


Policy, Serge Coulombe. The research volume Financing Growth in Canada will be 


| officially released at a book launch in Vancouver, on 
_ November 18, 1997. 


MICRO is a quarterly newsletter highlighting micro-economic research findings, published by the Micro-Economic Policy Analysis 
Branch of Industry Canada. Abstracts of Industry Canada research volumes, and the full text of working papers, occasional papers, 
discussion papers, and MICRO can be accessed via STRATEGIS, the Department’s online business information site, at http://strate- 
gis.ic.gc.ca. For more information about our research publications, or to place an order, contact the Micro-Economic Policy 
Analysis Branch, Industry Canada, Sth Floor, West Tower, 235 Queen Street, Ottawa, ON, KIA  0H5. 
Telephone: (613) 952-5704; facsimile: (613) 991-1261. ISSN 1198-3558. 
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Contemporary China is a complex economy 
that combines the legacy of a rigid, 
centrally planned regime with 

features of a less-developed economy. 


—_— — FEATURED RESEARCH 
WHEN SLEEPING GIANTS AWAKE they encompass new economic sectors, and because key 
institutional aspects, such as rules, definitions, and 
Liberalization of the trade and investment regimes of a enforcement mechanisms, must also be quantified. 
ountry will benefit the country concerned as well as its 
rading partners. By specializing in products that best uti- Nowadays, estimates are derived from computable gen- 


ize each country’s endowments of technology and human, _ eral-equilibrium (CGE) models that link industries togeth- 

jatural and physical capital, all the countries involved will er in value-added chains. CGE models also allow for 

vave a higher income than in the absence of liberalization. linkages between different national economies, so that 

[hese gains will be considerable if the country in question | changes in one country can have impacts in the markets of 

jas a large number of barriers to trade and investment and _its trading partners. 

1as a large population base with enormous potential for 

*xpansion. Today's China is a complex economy. It combines the 
legacy of a rigid, centrally planned regime with features of 

When a large country such a China lowers its barriers to a less-developed economy. Economic efficiency and 
rade and investment, repercussions will be felt not only at | growth prospects are distorted by a two-tier planned/mar- 


ome but abroad too. This is because China has a consid- ket price system, a dual exchange-rate regime, and an 
rable distance to “catch-up” developmentally speaking, administered trade plan. Nonetheless, China embarked on 
ind there is considerable scope for trade adjustment. a series of foreign investment and trade liberalization ini- 
[hese are the issues examined by Winnie Lam in a recent tiatives beginning in 1978. While these actions make for 
‘tudy* in which she considers the significance of China’s an auspicious beginning, they remain a far cry from the 
Nitiative to rejoin the global trading system and the poten- removal of all trade and foreign investment restrictions. 
ial impacts on Sino-Canadian trade and investment 
ypportunities. Ms. Lam has constructed a multi-country CGE model 
that incorporates the main characteristics of the Chinese 
Yet specialization, or what economists call compara- trade, foreign investment, and production structures. 
ive-advantage theory, falls short of explaining the broad Within the past two decades, China has evolved from an 
yattern of trade in the world if it is not combined with _ almost closed economy into one in which foreign trade 
ither theories: it cannot account for the fact that an and foreign investment play important roles. Nowhere is 
mportant share of world trade is two-way trade in the this more evident than in merchandise trade, which rose 
same" product — what economists call intra-industry _ from 12.4 per cent of China's GDP in 1980 to 50.0 per 
rade. Two-way trade is quite prevalent between devel- cent in 1994. Total Chinese exports grew an outstanding 
yped countries. One explanation for intra-industry trade is 5.2 times over this period, while total imports advanced an 
hat the products, although within the same category but equally remarkable 6.2 times. At the same Une, China 
vriginating in different nations, are imperfect substitutes. has been very successful at attracting foreign direct invest- 


ment (FDI). In the early 1980s, it was the recipient of 
Modelling the effects of trade initiatives is certainly not about 1.8 per cent of total world FDI. By 1992, that share 


new phenomenon. What is new is the increasing com- had risen to 6.8 per cent. What this implies is that the rest 
lexity of the models. Quantifying the gains from any of the world is beginning to take TOSS that trade and 
‘ade liberalization is a difficult task, but it is especially _ investment opportunities abound in this dynamic and 
lomplex in the case of more recent trade initiatives enormous economy. 


ecause of the wide scope of these initiatives, because 
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Micro 


China’s trade reforms lead to countries 
trading more in line with their 
respective comparative advantages. 


Despite the obvious success of partially liberalizing its 
trade and investment sectors, China maintains a host of 
investment and sectoral trade restrictions as well as its 
two-tier pricing system. These market and price distor- 
tions represent an efficiency wedge in the allocation of 
resources. Couldn't China do better? 


To answer this question, Ms. Lam investigates the wel- 
fare effects that the complete removal of Chinese trade 
and foreign investment policy constraints would have on 
China and other regions. The approach taken is methodi- 
cal and deliberate. First, the case of only abolishing 
China's trade restraints, but keeping other distortions 
intact, is studied. Next, the effects of removing only the 
foreign investment restrictions are examined. Finally, the 
joint impact of foreign investment liberalization and trade 
reform is investigated. 


Not surprisingly, the results indicate that the interactive 
effects of trade and foreign investment reform are mutual- 
ly enhancing. With trade liberalization only, efficiency 
gains are expected for all regions. The effect of the trade 
distortion is to drive a wedge between the Chinese domes- 
tic price and the international price, resulting in inefficien- 
cies for all regions. Regional efficiency gains are realized 
as these price differences are eliminated, resulting in a 
more efficient global allocation of commodities. 


However, welfare gains are relatively small for all regions. 


At the same time, Chinese trade reform needs to be 
accompanied by price reform for many basic commodi- 
ties, in order to reduce distortions to a minimum. 


While removing only foreign investment restrictions is 
of greatest benefit to the Chinese economy, the other 
regions also gain from improved efficiency in the world 
capital market. Foreign-capital inflows pouring into 
China would tend to depress the Chinese rate of return on 
investment and raise the world rate of return, thus equaliz- 
ing the rates of return across all regions and increasing 
welfare for all regions. 


However, removing foreign-investment restrictions 
while maintaining trade restrictions can actually increase 


stimate elfare Effects of Trade an 
Foreign Investment Reforms in China 


% of Regional GNP 


China 


2 Asian 
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1.5 Rest of World 
World 
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ASEAN Japan 
0.5 | ae 
wa Co a 


0 


-0.5 
™@ A. Trade reform only — B. Foreign investment reform only Mf C. Trade & foreign investment reforms 


Where: NICs: Newly industrializing countries 
ASEAN: Association of South East Asian Nations 


the inefficiencies of the latter — and thus dampen some of 
the welfare gains arising from foreign investment liberal- 
ization. Efficiency gains are enhanced when investment 
liberalization is accompanied by trade reform. Gains are 
magnified so that they are at least double the sum of the 
welfare gains from investment reform and from trade lib- 
eralization. 


At the sectoral level, China's trade reform leads to a 
more efficient global allocation of resources, resulting in 
countries trading more in line with their respective com- 
parative advantages. China would see significant declines 
in its exports of capital-intensive products while Chinese 
imports of these goods from other regions would rise. 
Similarly, Chinese exports of labour-intensive goods 
would grow dramatically. 


Ms. Lam's findings depend heavily on a hypothetical 
state in which China fully liberalizes its trade and foreign 
investment structures and all other global competitors 
remain stationary. However, since imitation is the most 
serious form of flattery, it stands to reason that many othei 
populous, low-wage, labour-intensive competitors would 
not stand by idly and watch China benefit at their expense 
This would dampen somewhat the results noted above. 
Nonetheless, her broad conclusions seem fair. Trade and 
investment liberalization not only increases the welfare of 
the liberator, but it may have sufficient efficiency 
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spillovers to benefit others. 


So if trade and foreign investment reform in China is so 
economically beneficial to the world, why aren't nations 
clambering to admit China to the World Trade 
Organization (WTO)? Economics is but one part of the 
equation: power, politics, and human rights are other 
components of this complex and delicate question. But 
Ms. Lam has at least provided ammunition to buttress the 
side of those who favour China's accession to the WTO. 


* Impact of China's Trade and Foreign Investment Reforms on the 
World Economy 

Working Paper Series #17 

by Winnie Lam 


WHAT IS IMPORTANT TO A FIRM'S 
GROWTH? 


In business, the name of the game is seeking and securing 
a competitive advantage — and leaving competitors behind 
at all turns in the pursuit of profit and growth. For those 
who are familiar with the business literature, the need for 
firms to "cluster" in congenial environments, to under- 
stand their "competitive forces," and to pursue "competi- 
tive strategies" — all of them adjusted for the specific and 
unique circumstances that face each individual firm — is 
old hat. Like the "Do It Yourself" books for the everyday 
handyman, the business literature abounds with "Do It 
Yourself" books aimed at the everyday businessman. 


In all this, little is said about the size of the firm, but 
the implicit assumption is that the firm is large enough to 
afford market intelligence and to have the funds available 
to expand. That generally precludes most small business- 
Ps and many medium-sized firms too. But what influence, 
if any, does the size of the firm have on the strategies it 
3ees as most important? 


| Small and medium-sized enterprises (SMEs) play a cru- 
cial role in the Canadian economy, and it is important to 
ncourage them for the well-balanced growth and devel- 


| 


SMEs and large firms feel superior to their 
competition,particularly with respect to 
product quality, customer services, 
flexibility, and range of products. 


opment of the economy. Deepening industrialization, 
changes in consumer preferences, and the greater division 
of labour in industries have given rise to the need for 
more specialized and customized products. The resulting 
niche markets have provided opportunities for firms that 
are flexible and able to make the quick adjustments neces- 
sary to meet shifting consumer preferences and needs. 
Small and, to a lesser extent, medium-sized enterprises are 
the ideal vehicles for serving these niches. 


SMEs represent over 95 per cent of all enterprises in 
Canada. There is a large turnover in this sector of the 
economy, and every year many of these smaller firms go 
out of business. Of those that continue operating, some 
grow rapidly while others trail behind. Though there is a 
considerable literature on the causes of failure of small 
firms, investigations into the factors contributing to their 
success or growth are sparse. In a recent study,* econo- 
mists Gilles Mcdougall and David Swimmer seek to deter- 
mine whether the strategies for growth and competitive- 
ness of large firms differ from those of small and medium- 
sized enterprises. 


The study is important for two reasons. First, it adds to 
our understanding of both SMEs and large firms by using 
a broader sample than is usually the case. This allows for 
a more solid basis from which to make observations and 
draw conclusions. 


More importantly, the authors' approach provides for a 
reliable comparison between SMEs and large firms. 
Rather than draw on a variety of research questionnaires 
and responses, each with its own separate objectives and 
different wording of questions, this report is based on a 
single survey in which the same interviewers asked the 
same questions of both SMEs and large firms. This 
approach minimizes biases and enhances the credibility of 
the results. 


Messrs Mcdougall and Swimmer have found that indi- 
vidually, SMEs and large firms share the trait of feeling 
superior to their competition, particularly with respect to 
product quality, customer services, flexibility, and range of 
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Large firms focus more on the importance of 
employees, are more likely to form linkages 
with with other firms, license intellectual 


| 
_=_— —— 


property more often, and rely less heavily on 
government than do SMEs. 


products. Perhaps betraying their role as niche market 
producers, SMEs perceive themselves a little higher than 
do larger firms in each of these four categories. On the 
other hand, SMEs view pricing, production costs, and the 
labour climate as less important. 


SMEs and large firms also hold similar perceptions 
about the key factors contributing to the growth of the 
firm. For both groups, the top three factors are manage- 
ment skills, marketing capabilities, and employee morale. 
Access to markets and capital, the ability to adopt technol- 
ogy, and organizational culture are also important ele- 
ments contributing to growth. Large firms view access to 
markets to be more important — and access to capital, less 
important— than do SMEs. For both groups, R&D capa- 
bility also ranks high, but less so than most other factors. 
And for both, the least important factors are intellectual 
property rights and government assistance. 


Perceived Growth Factors: 


Average Score by Size of Firm 


Management Skills & 
Marketing Capabilities # 


Employee Morale £ 


Access to Markets 2 
Access to Capital 
Adopt Technology # 
Organizational Culture ER 
Skilled Labour 2 

Cost of Capital 2 


R&D or 
|ma SMEs 


Intellectual Property Rights 2 
\miLarge Firms 


Government Assistance # 


Slightly Important Very Crucial 
Important Important 


Not 
Important 


Firms map out strategies to achieve particular objec- 
tives. In their survey, Messrs Mcdougall and Swimmer 
asked firms to rate the importance of specific categories of 
strategies to their overall business strategy. Again, SMEs 
and large firms held similar views on both the most 
important strategies and the components within each strat- 


egy. For example, approaches that focus on human 
resources and on markets and products are the two most 
important strategies in the overall business plan; and with- 
in each, continuous staff training and maintaining market 
share are considered very important factors by both SMEs 
and large firms. 


Notwithstanding the many similarities between SMEs 
and large firms, important differences also emerge. For 
example, the authors find that the overall business strategy 
of large firms focuses more on the importance of employ- 
ees: they perceive skilled labour as a more important 
growth factor, and they offer employees more formal 
training, than do SMEs. Large firms are also more likely 
to form linkages with other firms than are SMEs. The 
most common forms of linkages include strategic 
alliances, joint ventures, and strategic partnerships. 
Similarly, the licensing of intellectual property is seen as a 
more important source of both product and process inno- 
vation for large firms than for smaller ones. Additionally, 
SMEs use government programs more heavily than do 
large firms. 


According to Messrs Mcdougall and Swimmer, the pri- 
mary focus of government policy should be to facilitate 
the development of the right business climate. The simi- 
larities between SMEs and large firms suggest that such 
policies are right for all firms. However, governments can 
also help SMEs more specifically by targetting specific 
aspects of their business strategy that appear to be under- 
played — training and strategic partnering, in particular. 
These are important elements of a knowledge-based busi- 
ness strategy, and SMEs would benefit from government 
facilitation in those areas. 


* Business Strategies of SMEs and Large Firms in Canada 
Working Paper Series #16 
by Gilles Mcdougall and David Swimmer 
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Manufacturing muscle is giving way to indus- 
tries whose success is based on knowledge, 
technological intensity, and innovation. 


WHITHER THE ECONOMY? found a strong correlation between high-growth industries 
and services and between low-growth industries and man- 

Does the sector where you are employed have a future? ufacturing. Five of the twelve leading growth industries 

Should you be concerned? The times they are a-changing, | over 1971-91 were in the services sector, while those 

and the economy is a-changing too! industries experiencing below-average growth were 


almost all manufacturing-based. 
Over the past couple of decades, advances in communi- 


cations and computer technologies, along with relaxed Economists and policymakers generally believe that in 
restrictions on foreign ownership, have led to a greater the new global economy, innovation in the uses of people 
integration of production and organizational facilities (skills), capital (technology), and ideas (knowledge) is the 
across nations. Huge paranational corporations now dom- key to competitive advantage and long-term economic 
inate the world economy. Corporations are seeking ways growth. Corporations that develop and implement prof- 
to exploit the potential of new, sophisticated technologies,  itable ideas grow faster than those that do not, even when 
and the progress and diffusion of these technologies are they have identical capital and labour growth: capital and 
creating economic changes. We now live in an age of "the labour in firms with ideas earn more because they are 
global economy" and "the innovative economy" — what capable of producing more with the same set of inputs. Is 
economists refer to as the "new economy." there any evidence, then, that industries with "ideas" are 
faster-growing industries than those which are less knowl- 
Canada has not been sequestered from these develop- edge-intensive? 
ments. Structural changes in the economies of our trading 
partners are causing shifts in our own industrial structure. To examine this possibility, Messrs Gera and Mang 
But to what extent? In which sectors? And how fast? adopt several measures that attempt to address this issue. 
The role played by the "new economy" industries in the First, they use an approach that measures industrial 
growth and restructuring of the Canadian economy has knowledge intensity by combining several indicators 


been investigated in a recent study* by Surendra Gera and based on R&D activity and human-capital content. 
Kurt Mang that focuses on developments in the 1970s and _Industries are then classified as high-, medium-, or low- 


1980s. knowledge. Not surprisingly, the authors find that the 
high-knowledge industries identified by this procedure 
When talking of the "new economy," economists are tend to be among the past decade's fastest-growing indus- 


quite clear on the concept though murky on the definition. tries. 

Definitions abound, and no single criterion quite captures TREK RST LCG: 
the "new economy." Sectors may be equally classified as Shifts in Industrial Output 
"knowledge-based," "technology-intensive,” "skilled," or 

"high-wage." These classifications are not always inter- 100% | 
changeable, nor are they mutually exclusive. Lal | 
_ When we think of the economy and its output, we tend 60% | | 
to think of goods and manufactures. In 1971, this was 
true: manufacturing was the single largest sector, at 41 
per cent of total real gross output. Two decades later, | 20% 
however, manufacturing had been overtaken by services, a 
which had become the largest major sector, at 45 per cent NOC eee es S90 ee 
of total real gross output. Messrs Gera and Mang have [MBHigh-knowledge_S#Medlum-knowiedge tow knowlecae 


40% | 


The rationale for freer trade is international 
market contestability. 


Next, they measure the technology intensity of indus- 
tries. High-technology industries are usually identified as 
those displaying a strong R&D effort, those with a rela- 
tively high proportion of engineers and scientists, or both. 
By making large investments in knowledge creation, these 
industries provide high-skill, high-wage employment. 
Though restricted to manufacturing, high-tech industries 
are the only ones that consistently register growth and 
share gains over the 1970s and 1980s. 


Similar findings for manufacturing are reported for 
skilled and high-wage industries. Except that in those 
cases, because of the general decline in manufacturing 
noted above, skilled and high-wage groups experienced 
falling relative shares of total manufacturing output, but at 
rates considerably lower than those for unskilled or lower- 
wage groups. 


MONTY GRAHAM DISCUSSES THE 
WTO SINGAPORE MEETING 


In a recent Distinguished Speakers in 
Economics presentation, Dr. Edward M. 
(Monty) Graham, Senior Fellow at the 
: Institute for International Economics, gave 
‘il Industry Canada staff a debriefing on the 
ey pe trade and competition, and trade and invest- 
> ment issues at the World Trade 
Organization (WTO) in the aftermath of the ministerial 
meeting held in Singapore in December 1996. He also 
provided a "learned observers" overview of pitfalls and 
obstacles likely to be encountered as these issues make 
their way through the WTO. 


a 
2 
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Of considerable interest is the finding that the pace of 
change in the economy does not appear to be accelerating, 
although the factors underpinning structural change seem 
to have shifted. Trade-related factors have become 
increasingly important to the growth or decline of 
Canadian industries, replacing domestic demand as the 
chief contributor to structural change. 


In sum, manufacturing is slowly diminishing in impor- 
tance, giving way to the rising service sector. 
Manufacturing muscle is giving way to industries whose 
success is based on knowledge, technological intensity, 
and innovation. Learning, knowledge accumulation, and 
restructuring are going on throughout the economy, and 
all economic agents are being affected by these adjust- 
ments. 


* The Knowledge-based Economy: Shifts in Industrial Output 


Working Paper Series # 15 
— — 


by Surendra Gera and Kurt Mang 


DISTINGUISHED SPEAKERS SERIES 


The rationale for freer-trade policy is international mar- 
ket contestability, says Dr. Graham. A contestable market 
is one in which the barriers to new entry are sufficiently 
low that incumbent firms must behave competitively 
towards new entrants and rival firms. 


Much work has already been done towards the removal 
of tariff and non-tariff barriers to trade. However, accord- 
ing to Dr. Graham, as one gets closer to realizing the goal 
of removing these more obvious obstacles to trade, it 
becomes more evident that these are just the first layer of 
impediments. Next in line are a host of private practices, 
some of them necessitated by government regulations, that 
must be addressed. And competition policy is a handy 
framework in which to address the trade concerns raised 
by these private practices, argues Dr. Graham. 


Why should markets be contestable? Market contesta- 
bility leads to competitive pricing and to an efficient allo- 
cation of resources. It is also congruent with gains from 
trade and, in the opinion of Dr. Graham, is not inconsis- 
tent with the maintenance of high rates of technological 
improvement. Despite the arguments for market contesta- 
bility, Graham foresees this as a contentious issue at the 
WTO level, as countries will split into two camps — one 
advocating an industrial-policy approach and the other 
arguing for open markets. 


Apart from the natural antagonism between these 
diverging approaches, another key barrier to achieving an 
agreement on market contestability is opposition from the 
constituency that currently benefits from industrial poli- 
cies. This group is most unlikely to be in favour of con- 
testable markets, suggests Graham. 


However, the chief barrier to 


The majority of WTO members do not 
have a domestic competition policy, 
making an international agreement 

on competition policy unlikely. 


On investment issues, Graham made much of the fact 
that a parallel initiative — the Multilateral Agreement on 
Investment — is being negotiated within the Organisation 
for Economic Co-operation and Development (OECD). 
Nonetheless, he suggests that a case can be made for 
negotiating an agreement on investment issues at the 
WTO. First, he argues, there is a natural complementarity 
between the goals of market contestability and those of 
trade and investment policy. This is evident, says 
Graham, in that investment policy must deal with the con- 
ditions of entry of multinational firms, or foreign direct 
investment (FDI). If markets are open to FDI — i.e., if for- 
eign entry is easy — then markets will be more contestable. 
Second, more countries are represented in the WTO than 
in the OECD. And third, an agreement at the WTO level 
will avoid a technical issue involving the incompatibility 
of most-favoured-nation obligations within existing WTO 
instruments and the OECD investment accord. 


securing an agreement on com- 
petition policy at the WTO is 
the simple fact that somewhat 
fewer than half of its members 
have, or are contemplating hav- 
ing, a domestic competition 
policy. This makes it highly 
improbable that many WTO 
member countries will under- 
take international negotiations 
before addressing the issue at 
the domestic level. And even 
then, Graham cautions, the 
existence of significant differ- 
ences with respect to both sub- 
‘Stantive and procedural stan- 
ages among countries with 
‘existing competition policies 
| makes it unlikely that a com- 


prehensive competition policy 


open markets. 


‘instrument can be negotiated. 


l 


¢ The rationale for freer-trade policy is inter- 
national market contestability. 


e Market contestability is congruent with 
gains from trade and the maintenance of 
high rates of technological improvement. 


¢ Countries will split into two camps - one 
that advocates an industrial-policy 
approach and one that argues in favour of 


¢ There is a natural complementarity between 
the goals of market contestability and freer 
trade. 


Finally, looking towards the 
future, Dr. Graham argues for 
a less comprehensive approach 
towards contestable markets. 
Instead of an all-or-nothing 
| approach, he promotes a strat- 
| egy aimed at identifying a 
| subset of challenges where 
agreement can be obtained 
and a set of rules can be nego- 
tiated. He calls for a coordi- 
nated and effective action plan 
to minimize: the adverse con- 
sequences of cartels with boy- 
cotts; vertical arrangements 
that tend to foreclose outside 
vendors or block established 
channels of distribution to new 
entrants; and, of monopolistic 
discrimination and exclusions 
on competition and market 
contestability worldwide. 


| 
. 
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Trade is politics. 


JAGDISH BHAGWATI COOKS IN THE 
WORLD TRADE KITCHEN 


"Trade is politics," says Jagdish Bhagwati, 
the Arthur Lehman Professor of Economics 
and Political Science at Columbia 
University. In a March 1997 Distinguished 
Speakers in Economics presentation, 

_ Professor Bhagwati argued that political 

» considerations often take precedence over 
economic concerns when it comes to free-trade areas. In 


addition, he suggested, "the public equates free-trade areas 


with free trade, which they are not." Rather, they are dis- 
criminatory trade pacts. 


According to Professor Bhagwati, the proliferation of 
preferential trade agreements 


type arguments often accompany the announcement of a 
PTA. For example, "peace" is a major reason attached to 
the MERCOSUR iniative, while "detente" is cited as a 
major consideration in PTAs with the Middle East. 


Then there is the competitive proliferation of PTAs, 
whereby smaller nations band together in order to create 
an offsetting effect against larger PTAs. Another theory 
sees the formation of PTAs as motivated by the desire to 
give advantages to your allies. In this view, politicians 
think of reductions in trade barriers as something that is 
given away and not as something they do for. themselves. 
Thus they are more likely to "give" away import conces- 
sions, market-access concessions, and the like to allies 
than to enemies or to countries with which they have 
arm's length relations. 


(PTAs), or regional or free- ° 
trade agreements as they are 
often called, is one of the 
biggest issues confronting e 
the world trading system. 
Moreover, the proliferation 
of PTAs is giving rise to a 
systematic effect that is aug- | e 
menting the dimension of 
the PTA phenomenon. 
These observations led 
Professor Bhagwati to raise 
two questions that formed 
the basis of his lecture. 
First, why have PTAs prolif- | , 
erated? And second, are 
they desirable? 


behaviour. 


A host of theories have 
been invoked to explain the 
mushrooming of PTAs, sub- 
mits Bhagwati. At the most 
basic level, trade policy is 


x , : target. 
foreign policy. That is why, 


The proliferation of PTAs is one of the biggest 
issues confronting the world trading system. 


All moves towards free-trade areas cannot be 
equated with moves towards free trade because of 
the trade-diversion effects of PTAs. 


A host of reasons have been invoked to explain 
why PTAs have multiplied, including foreign- 
policy considerations, competitive proliferation, 
the granting of advantages to allies, CNN photo 
opportunities, and "monkey see-monkey do" 


The spread of PTAs leads to a "spaghetti-bowl" 
effect of criss-crossing preferences, rules of 
origin, and applicable tariffs. 


¢ The prescription for reducing the negative 
impacts of PTAs is to reduce barriers on a most- 
favoured-nation basis, adopt worldwide targets, 
and gradually lower trade barriers towards the 


,. Another possible expla- 

LS nation is the CNN photo-op 

| theory. The logic behind 

| this theory, says Bhagwati, 

L is the following: a group of 

| small countries will band 

EC together and form a region- 
al PTA because that gives 
them a better chance of 
being covered by the CNN 
broadcasting service. If 
they went the multilateral 
route, the leaders of the 
larger countries would 
monopolize the major press 
coverage and the photo 
opportunities would be lost 

Lo to the leaders of the smaller 

_ countries. 


| Finally, there is the diffu- 
. sion, or "monkey see-mon- 
| key do", effect of PTAs. 

| Countries see others enter- 


he points out, foreign-policy- 
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_ ing into PTAs and think, 
Gosh, there must be some- 


Miucro 


thing good going on and we had better jump on the band- 
wagon or else we will be left behind. So they start their 
own regional PTA. 


The downside of PTAs was exposed in the seminal con- 
tributions of Jacob Viner to the customs union debate 
some 50 years ago. Viner's work attacked the intuition 
that "any trade liberalization is good." The essence of that 
argument, Professor Bhagwati reminded the audience, is 
that moves towards free-trade areas are not as good as 
moves towards free trade itself, because a uniform move- 
ment towards free trade rules out perverse outcomes such 
as terms-of-trade loss, whereby trade is diverted from effi- 
cient suppliers outside a PTA to inefficient ones within it. 


Bhagwati has been arguing the case against PTAs for 
quite some time now. And while he is ever mindful of the 
weaknesses of economic models, he points out that the 
empirical evidence is mounting that PTAs and trade diver- 
sion are moving hand in hand. 


PTAs also have other system effects. Today, protection 
includes not only trade barriers but also administrative 
measures such as anti-dumping, quotas, and voluntary 
export restraints. These again, suggests Bhagwati, may 
contribute to trade diversion under certain circumstances. 
He cited the case of Mexico, which raised tariffs on 503 
items during the peso crisis. The items were carefully 
chosen so that they would not affect trade with the United 
States, with which Mexico is joined by a PTA — the North 
American Free Trade Agreement (NAFTA), which also 
ncludes Canada. 

_ The spread of PTAs has one other effect of note, says 
3hagwati. With so many preferential arrangements, the 
oriss-crossing of preferences, rules of origin, and applica- 
ole tariffs becomes an issue. This is what Bhagwati terms 
‘he "spaghetti-bowl" effect. A country that belongs to 
several PTAs must exercise caution in determining which 
yroduct comes from where before deciding which product 
s whose and what tariff should apply. This situation ulti- 
nately leads to arbitrary definitions of benefits and adds 
0 the transactions costs to the economy in a global context. 


1] 


Moves towards free-trade areas are not as 
good as moves towards free trade itself. 


There are only two cases where PTAs can be justified. 
The first — the deep integration model — is where the PTA 
leads to a common market, a common parliament, and a 
common foreign-policy approach, with full factor mobili- 
ty. Even here, Bhagwati suggests that the PTA should 
also be judged by its trade-diversion and trade-creation 
aspects. 


The second case for PTAs is the dynamic-path argu- 
ment. Under this scenario, the path to worldwide free 
trade is blocked, so the only alternative available is to 
open up the regional route. The idea is to start with one 
partner, move to another, and then another, until all the 
players have joined the PTA. This, Bhagwati feels, is 
what happened in the early 1980s when Europe decided 
not to proceed with another negotiation round proposed by 
the Americans under the General Agreement on Tariffs 
and Trade (GATT). At that point, the United States for 
the first time began to back the idea of negotiating prefer- 
ential free-trade pacts under Article XXIV of the 
Agreement. As a consequence, the United States and 
Canada proceeded with the Canada-United States Free 
Trade Agreement, which eventually expanded into 
NAFTA. 


Finally, Professor Bhagwati turned his attention towards 
a prescription for PTAs under discussion or already in 
place. In the former case, he suggests that the so-called 
"big ticket" agreements be stopped or that the process be 
used to reduce trade and investment barriers on a most- 
favoured nation basis, as the Asia Pacific Economic 
Cooperation (APEC) forum is attempting to do. 


For those agreements already in effect, he suggests a 
three-step program. First, bring external tariffs closer to 
internal tariffs in order to reduce the effects of trade diver- 
sion. Second, strengthen anti-dumping rules so that coun- 
tries are unable to conduct trade in a preferential way that 
creates trade diversion and threatening devices are 
restrained. Third, kill worldwide trade barriers by adopt- 
ing a worldwide trade target and gradually lowering trade 
barriers towards the target. 
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Investment and productivity are the 
fundamental points of contrast between 
the exogenous theory and the endogenous 
theory of economic growth. 


DALE JORGENSON ON NEW 
CONCEPTS OF GROWTH 


There is an important contrast between 
investment and productivity as sources of 
economic growth, says Dale Jorgenson, 
the Frederick Eaton Abbey Professor of 
Economics and Chairman of the 
Department of Economics at Harvard 
University. Investment — the commitment 
of current resources based on an expectation of future 
returns — can take a multiplicity of forms, such as tangible 
assets, human capital, or intellectual capital. The distinc- 
tive characteristic of investment as a source of economic 
growth is that the returns can be internalized by the 
investor. 


The mechanism by which tangible investments are 
translated into economic growth is well understood. For 
example, an investor in a new industrial facility adds to 
the supply of assets and generates a stream of rental 
income. The investment and the income are linked 
through markets for capital assets and capital services. 
The income stream can be divided into the increase in 
capital input and the marginal product of capital or rental 
price. The increase in capital contributes to output growth 
in proportion to the marginal product. 


Likewise, an individual who completes a course of edu- 
cation or training adds to the supply of people with higher 
qualifications or skills. The resulting income stream can 
be decomposed into a rise in labour input and the marginal 
product of labour or wage rate. The increase in labour 
contributes to output growth in proportion to the marginal 
product. 


The defining characteristic of productivity as a source 
of economic growth is that the incomes generated by 
higher productivity are external to the economic activities 
that generate growth. These benefits "spill over" to 
income recipients not involved in those activities, thus 
severing the link between the creation of growth and the 
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incomes that result. Since the benefits of policies aimed 
at creating externalities cannot be appropriated, these poli. 
cies typically involve government programs or activities 
supported by public subsidies. Publicly supported 
research and development programs and public invest- 
ments in infrastructure are examples of policies seeking to 
stimulate productivity growth. 


Thus began Professor Jorgenson when he gave a pre- 
sentation last April on "International Productivity 
Comparisons" to Industry Canada staff under the aegis of 
the Distinguished Speakers in Economics program. And 
why the interest in the distinction between investment and 
productivity? The two concepts, explained Dr. Jorgenson, 
are fundamental points of contrast between the two major 
competing theories of economic growth. 


One view, known as the theory of exogenous growth, 
states that economic growth results from productivity 
increases. In other words, it is due to spillovers. This wa: 
the point of view shared by all economists in the 1970s, 
says Jorgenson. The contemporary thinking of the day 
was that economic growth and international differences in 
the level of economic growth could be accounted for by 
productivity. This approach is associated with the point oi 
view that there are no incentives and that everything is 
exogenous to the economic system, adds Professor 
Jorgenson. 


The new view is that most growth is due to investment 
in the form of physical, human, and intellectual capital. 
That is not to say there are no spillovers: they do exist, 
but the predominant role is played by different forms of 
investment. This approach is known as the theory of 
endogenous growth, so called because any theory of eco- 
nomic growth must take into account the incentives of 
economic actors to undertake various types of investment, 
the Harvard academic explains. 


The two approaches lead to vastly different conclusions 
about the source of growth, suggests Jorgenson. Using as 
an example the postwar experience in the United States, 
he points out that the traditional approach attributes much 


of the growth to productivity improvements whereas 
endogenous growth theory puts much less emphasis on 
productivity. The difference, as Jorgenson sees it, is that 
the traditional approach attributes improvements in labour 
and capital quality to productivity rather that to invest- 
ments in physical and human capital. This, he maintains, 
leads to the misleading conclusion that productivity is the 
most important source of growth. When improvements in 


labour and capital quality are 
properly accounted for, the 
role of productivity is far 
less significant than that 
played by capital stock and 
labour inputs. 


Moreover, adds Professor 
Jorgenson, the difference in 
the two approaches requires 
new concepts and new data 
to properly measure the 
components of output or 

gross domestic product. 
Specifically, he believes, it 
requires better concepts for 
‘measuring labour and capital 
! inputs. It also requires a 
“og concept for output that 
includes new forms of 
investment. Such an 
approach would place a 
‘much greater emphasis on 
the role of investment and 
lessen the role of spillovers 
and productivity in the eco- 
nomic growth process. 


The power of this new 
approach was illustrated by 
Professor Jorgenson in a 
comparison of growth per- 
formances among the G-7 
countries. While he could 
not fully apply the expanded 


output and input concepts to 


a residual — productivity. 


There is an important contrast between 
investment and productivity as sources of 
economic growth. 


According to exogenous growth theory, 
economic growth and international differences 
in the level of economic growth are mainly 
accounted for by productivity, or spillovers. 


Endogenous growth theory postulates that 
growth and differences in the levels of growth 
are largely due to investment and quality 
upgrades of physical, human, and intellectual 
capital. 


Canada and the United States have comparable 
levels of productivity, and their labour inputs 
have moved in parallel; Canada has caught up in 
terms of capital stock per capita, although the 
guality of capital stock still lags behind ULS. levels. 


Since the early 1980s, productivity convergence 
among the G-7 countries has stabilized. French 
productivity per capita levels are slightly higher, 
British and Italian levels are at parity, and 
Japanese and German levels are slightly lower 
than North American levels. 


Productivity has been a small contributor to 
economic growth in other parts of the world. 
Labour and capital inputs have been the key drivers 
of growth in Latin America, Asia, and China. 


The differences in the two approaches 
requires new concepts and new data to 
properly measure the components of 


gross domestic product. 


the G-7 comparison, he nonetheless was able to take into 
account the relevant concepts of labour and capital inputs 
and to take a first step towards comparisons that realize 
the ideas behind endogenous growth theory. Differences 
in levels of output were compared across the G-7 coun- 
tries. These differences were decomposed into quality and 
stock differences in physical capital and labour inputs plus 


Canadian levels of pro- 


; ductivity are found to be 


| comparable to U.S. levels, 

| However, output per capita 

| is slightly lower in Canada 

| due to a lower level of 

| labour input (as measured 
by both hours worked and 

| educational attainment). 

| Canada's capital stock per 
capita is slightly greater 

, than the U.S. measure 

| although the mix of stock 

, in Canada is more oriented 

' towards land and resources 

| relative to structures and 

| equipment. 


All of the other G-7 
| countries have lower levels 
| of output per capita than 
Canada and the United 
| States. The leading country 
| in terms of productivity 
| comparisons is France, 
| which achieved productivi- 
| ty parity with the North 
_ American economies some 


_ time ago. However, output 
|| per capita in France is low 
— on the international scale, 
_ due to extremely low 

© labour inputs (as measured 
| by both components) and 
“=== under-investment in tangi- 
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The results on the sources of economic 
growth point to productivity as being a 
small part of the picture, with a greater 
role being played by labour and capital 
inputs. 


ble assets. According to the theory of endogenous 
growth, therefore, France's low level of output per capita 
relative to its productivity potential is due to low invest- 
ment overall. 


While Japan's level of output per capita is high by 
European standards, Japan (along with Germany) is 
among the lowest in terms of productivity. Japan has a 
tremendous commitment of resources — huge numbers of 
hours worked, very high levels of labour quality, modest 
though high-quality capital stock — but its productivity 
performance is low by industrialized country standards. 


Since the early 1980s, productivity in the G-7 countries 
has been moving in parallel and is no longer a source of 
differences in growth. All countries have experienced 
growth in capital inputs. Canada and the United States 
have moved in parallel in terms of labour inputs, whereas 
many of the European countries experienced a decline in 
that respect. In Japan, labour inputs grew at North 
American levels. 


Reviewing the literature on the sources of economic 
growth in other areas of the world — Latin America, the 
newly industrialized economies of Asia, and China — the 
results, as interpreted by Professor Jorgenson, point to 
productivity as being a small part of the picture, with a 
greater role being played by labour and capital inputs. 


The bottom line, summarized Jorgenson, is that the 
treatment of economic growth requires broader concepts 
of capital. The production of tangible assets is only one 
of many forms of capital that are relevant to economic 
growth. In particular, human capital is something that can 
be treated within the same framework. When this is done, 
adds Professor Jorgenson, we get a different picture of 
growth — one that makes human capital by far the single 
most important factor in the growth of a modern industri- 
alized economy. And the second most important factor, 
from this broader perspective, is the growth in tangible 


assets. « 
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ANNOUNCEMENTS 


Industry Canada's Distinguished Speakers in Economics 
Program begins anew this Fall. Here is the schedule *: 


November 21, 1997 -- W. Erwin Diewert, University of 


| British Columbia, on The Productivity Paradox 


December 5, 1997 -- David Aschauer, Bates College, on 


_ Infrastructure and Economic Growth 


February 13, 1998 -- Peter B. Kenen, Princeton 
University, on The Asian Currency Crisis 


February 27, 1998, Richard R. Nelson, Columbia 
University, on The Changing Nature of University- 
Industry Interactions 


March 6, 1998, Peter Howitt, Ohio State University, on 
Technological Progress and Long-run Growth Paths 


_ March 13, 1998, Elhanan Helpman, Harvard University, 
on General Purpose Technologies and Economic Growth 


April 3, 1998, George A. Akerlof, University of 
California at Berkeley on The Macroeconomics of Low 
Inflation 


May 1, 1998, Robert Summers, University of 


_ Pennsylvania, on Jnternational Comparisons of Prices and 


Quantities 


May 8, 1998, Julian L. Simon, University of Maryland, 
on The Economics of Population 


May 22, 1998, Edward E. Leamer, University of 


California at Los Angeles, on Wage Inequality From 
Technological Change and Global Competition 


* confirmed at the time of publication 
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Can Canada's Capital Markets 5 
Function More Smoothly? a 


sity “2 
Investment -- or more accurately, expanding investment -- is critical to srown sty SSS 


Sustained productivity advances depend critically on continued strong growth in 
business fixed investment in plant and equipment -- that is, in new machinery and 
equipment incorporating the technological advances that lie at the heart of realizable 
productivity gains. Without productivity growth, there can be no generalized 
improvement in living standards. 


The financial sector is vital to this 
investment and economic growth 
process. Efficient capital markets 
ensure that savings are directed 
towards the most productive invest- 
ments and that good projects do not 
go wanting for lack of funds. For 
this reason, in its most recent 
research volume Industry Canada 
focused on various aspects of the 
functioning of Canadian capital mar- 
kets. Leading researchers in corpo- 
rate finance, business, and economics 
were aSked to take an empirical look 
at the access and impediments to 
financing in Canada, the costs of 
funds, and the possible role of gov- 
ernment in improving the operation 
of Canada's capital markets. The 
results of their efforts are to be found =~ 
in Financing Growth in Canada, the eighth volume in the Industry Canada Research 
Series. The project was overseen by Professor Paul Halpern of the University of 
Toronto, who also served as the General Editor for this volume. 


PAUL J. N, HALPERN 


Financing Growth in Canada 


Po | Industry Canada Industrie Canada 


INDUSTRY CANADA RESEARCH AND PUBLICATIONS PROGRAM 


RECENT RELEASES | FORTHCOMING 


OCCASIONAL PAPER SERIES | OCCASIONAL PAPER SERIES 


No. 16: Sustainable Development: Concepts, Measures, No. 17: Measuring Sustainable Development: A Reviev 
Market and Policy Failures at the Open Economy, of Current Practice, Peter Hardi, Stephan Barg, and 
Industry and Firm Levels, Philippe Crabbé. Tony Hodge. 

This paper identifies the main characteristics of sustain- No. 18: Reducing Regulatory Barriers to Trade: 

able development in the existing economics literatureand = —- Lessons for Canada from the European Experience, 


develops a definition of sustainable development common Ramesh Chaitoo and Michael Hart. 
to most approaches. The paper also examines the implica- 
tions of sustainable development at the international, 


national, industry, and firm levels. ANNOUNCEMENTS 


DISCUSSION PAPER SERIES 
UPCOMING DISTINGUISHED SPEAKERS LECTURES 
No. 5: Industry Canada's Foreign Investment Research: 
Messages and Policy Implications, Ron Hirshhorn. 
February 20, 1998: What Can We Really Expect from 

This paper pulls together the main findings and policy Technology’, Nathan Rosenberg. 
implications of a substantial body of Industry Canada 
research documenting the nature and effects of foreign 
direct investment, both Canadian direct investment abroad 
and foreign direct investment in Canada. 


February 26, 1998: Knowledge and Growth: Creation 
and Flow of Ideas, Kenneth J. Arrow. 


February 27, 1998: The Changing Nature of University- 
Industry Interactions, Richard R. Nelson. 
FORTHCOMING March 6, 1998: Technological Progress and Long-Run 
Growth Paths, Peter Howitt. 

WORKING PAPER SERIES March 13, 1998: General Purpose Technologies and 
Economic Growth, Elhanan Helpman. 

No. 18: Regional Disparities in Canada: | 

Characterization, Trends and Lessons for Economic 

Policy, Serge Coutombe. 
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The cost of capital disadvantage for a typical 
Canadian firm is almost two percentage points, 
compared against an American firm. 


Can Canada’s Capital Markets Function More Smoothly? 


any factors are critical to the investment deci- | impact on the investment behaviour of the firm. Factors 
Me -- among them is the question of funding that increase the cost of funds to corporations will alter 
and access to financial capital and services. | their investment behaviour. In an open economy with 
_ global capital markets, there should be no differences in 
Internationally, financial markets have become more | the cost of capital across countries. However, while 
closely linked as capital has become more mobile. The | progress has been made towards globally integrated capi- 
information revolution, facilitated by rapid technological tal markets, the continued presence of regulatory impedi- 
progress, has rendered the transfer of funds between inter- ments suggests that full integration has not yet been 
national markets nearly instantaneous -- and no more achieved. Thus the cost of capital may differ among 
complex than a transfer within domestic markets. countries and may lead to competitive advantages for an 
Financial services are becoming increasingly integrated. | industry in one country over the same industry elsewhere. 
With more firms offering more products and services to Empirical evidence on these matters would be of great 


more customers, both domestic and international, financial help to policy makers. 
markets have become more competitive. 


The paper by Robert Chirinko and Andrew Meyer 


The trends towards more open, competitive, and inte- focuses on investment sensitivity issues -- what economists 
grated financial markets are welcomed by investors. | refer to as the elasticity of investment with respect to the 
Every day, many companies located in Canada step back user cost of capital. However, the authors encounter a for- 


and examine the costs associated with prospective invest- midable obstacle -- a lack of appropriate data. To over- 
ments. The research assembled in this volume is intended come that problem, they select a panel of American com- 


to enhance our knowledge of the cost of capital for | panies for which data are available, choosing firms that 
Canadian industry. The papers also examine the operation __ provide a reasonable representation of 11 Canadian indus- 
of markets for both debt and equity capital. Inthe latter _ trial sectors. Unfortunately, the problems are not easily 
case, issues confronting firms in need of high-risk or ven- _—_—_ overcome and are reflected in widely varying estimates 
‘ure capital are addressed independently of other equity _ across the chosen sectors. The findings of Mr. Chirinko 
financing issues. By focusing on the efficiency of various and Mr. Meyer are not inconsistent with recent empirical 
capital market mechanisms, it is hoped the research will work in other countries, which finds that increasing the 
Tluminate the challenges that government faces when user cost of capital does reduce business investment. 


attempting to remedy capital market inefficiencies. 
Albert Ando, John Hancock, and Gary Sawchuk 
attempt to compare the user cost of capital in the United 
States, Japan, and Canada. The main empirical finding of 
their analysis is that the before-tax cost of capital in Japan 
is some five to six percentage points lower than that for 


Is the Cost of Capital Higher in Canada? 


Corporations grow through the application of funds to 


i reaiiciyas os tiecnetate cash Hows, saa | the United States over the period 1967-94. Unfortunately, 
eg Gotanslnence corporate aiesanenl a he the three researchers are unable to make such a clear con- 
faking. The two major considerations discussed in the ' clusion for Canada. Nonetheless, they believe the user 
ok are the cost-of capital and taxation. cost of capital in Canada is probably higher than that of 


Japan as well. 


It stands to reason that the cost of capital will have an 
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Canada’s marginal effective tax rate 
for manufacturing appears in the 
international mid-range and at the 
high-end for services. 


Vijay Jog takes a business approach to defining and 
estimating the cost of capital. This approach takes explicit 
account of the composition of finance, the weighted costs 
of debt and equity finance and their associated risks, and 
taxes. He concludes that the United States enjoys an 
advantage vis-a-vis other countries in the form of a lower 
cost of capital, thanks in large part to a low country-risk 
premium.* According to Mr. Jog, the cost of capital dis- 
advantage for a typical Canadian firm relative to an 
American firm is almost two percentage points. 


Taxation also influences investment, in particular by 
affecting the after-tax return on investment. The paper by 
Duanjie Chen and Kenneth MacKenzie has two parts to it. 
The first constructs "marginal effective tax rate" (METR) 
estimates for a number of countries and assesses the 
METR of a Canadian company investing in the United 
States. The second is an intersectoral and interprovincial 
analysis of METRs on non-financial industries in Canada. 
A METR estimate provides a summary measure of the tax 
distortions of the user cost of capital -- the wedge between 
the pre-tax and after-tax rates of return rrelative to the pre- 
tax rate of return. To the extent that a METR estimate is 
an economically relevant index of tax-induced distortion, 
METR calculations offer insight into the potential impact 
of taxation on capital accumulation and economic growth. 


In a straightforward comparison of taxes affecting 
domestic investment across nine countries (the G-7 
nations plus Mexico and Hong Kong), Ms. Chen and Mr. 
MacKenzie find that Canada's METR for manufacturing 
appears in the international mid-range and at the high end 
for services. In the U.S.-Canada context, Canada's manu- 
facturing METR is four points higher than in the United 
States while our rate for services is eleven points higher. 


Within Canada, there appears to be substantial intersec- 
toral and interprovincial variation in METRs. The min- 
ing, services, and communications sectors are favoured in 
virtually every province, while oil and gas, construction, 
and trade tend to face higher rates. Manufacturing 
endures a relatively high METR in spite of its low statuto- 
ry rates. 


ie Micro | : —— 


* The cost of capital is the average cost of debt and equity finance 
obtained from capital markets, adjusted for inflation. The user cost of 
capital is the cost of capital plus depreciation, financing, risk and tax 
costs. 


Is There a Shortage of Venture Capital? 


It is often said that anybody with a good plan and a good 
management team can get capital. In the early stages of 
financing, an entrepreneur can usually obtain funding 
from friends, relatives, and/or business associates, so the 
old adage probably holds true. However, as firms grow, 
the need for larger amounts of capital arises, and relatives 
and associates may be unable or unwilling to provide the 
additional financing required. Funding of this type is typi 
cally provided by specialized financing groups in the form 
of equity or mixed financing to young, privately held 
firms. This type of financing, known as venture capital, 1s 
a crucial form of finance for the entrepreneurial sector. It 
is also a form of high-risk investment. 


The relative importance of entrepreneurial firms in 
Canada has been growing. For example, the rate of new 
business registrations approximately doubled between 
1979 and 1989. The role played by these firms has been 
magnified by their propensity to innovate and to con- 
tribute to technological progress. As well, small and 
emerging businesses are often touted as the most effective 
generators of jobs. Despite the observed growth of these 
firms, however, entrepreneurial activity in Canada may 
not be as vigorous as it should be. In particular, there are 
concerns about possible gaps or failures in the flow of 
finance to businesses in their vulnerable developmental 
stages. 


To be sure, venture-capital funding is not primarily 
based on altruistic motivations. Investors face uncertain 
returns and longer-than-usual time horizons, and they 
make their investments with the expectation of significant 
returns. Beyond that obvious motive, very little is known 
about the structure, strategy, and performance of the ven- 
ture-capital industry in Canada. Addressing this lack of 
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information is the first step towards evaluating the effica- 
cy of the flow of seed capital to businesses. 


The paper by Amit, Brander, and Zott provides an 
overview of venture-capital financing in Canada. The 
authors rely on a comprehensive, micro-level database of 
Canadian venture-capital investments, using data drawn 
from both sides of entrepreneurial finance -- recipients 
and providers of venture capital. 


From these data, the authors observe a number of struc- 
tural characteristics of the Canadian venture-capital indus- 
try. One of these is that the geographical pattern of ven- 
ture-capital activity in Canada does not match that of eco- 
nomic activity. For example, the level of venture capital- 
ism is relatively higher in Quebec than in Ontario. 
Another finding reported in the paper is that high-technol- 
ogy industries account for a disproportionately large share 
of venture-capital investments. 


The average proportion of venture-capital equity (or 
ownership) in a venture-capital-funded firm is about 35 
per cent. About two thirds of venture-capital investments 
are in the form of pure equity holdings. Syndication is 
much less common in Canada than in the United States: 
the majority of Canadian venture-capital investments are 


aot syndicated, as each round of investment is provided by | 


a single venture capitalist; and, in about half of all cases, 
fledgling firms get only one round of venture capital. 


According to the three researchers, most venture-capital 
‘nvestments do not perform particularly well. Rather, 
nost venture-capital investments generate returns that are 
ower than alternative risk-free investments. This, of 
>ourse, runs counter to the authors' expectations of "sig- 
uficant" returns. The venture-capital industry appears to 
de relying on a strategy based on a small number of "hits" 
or "home runs" (to use baseball parlance) that do very 
well in order to offset the poor "batting average" of the 
majority. This general pattern is also seen in the revenue 
ind employment growth data collected by the three 
‘esearchers. 


The venture capital industry appears 
to be relying on a strategy of a small 
number of “home runs” that do very 
well in order to offset the poor 
batting average of the majority. 


Finally, the authors observe that in more than 37 per 
cent of cases, firms sever their ties with venture capital via 
management or corporate buyouts, with insiders buying 
out the venture capitalist. A further 13 percent end with 
third-party acquisitions, and these tend to be successful 
investments. A substantial share -- 16 per cent -- progress 
to more permanent capital through initial public offerings 
(IPOs) of stock. And about 18 per cent of venture-capital- 
supported investments fail and are written off. 


Exit is an important factor in establishing both explicit 
and implicit contractual relations between the suppliers 
and the users of venture capital. The paper by Jeffrey 
MacIntosh focuses on venture-capital exits. Mr. 
MacIntosh argues that effective exit mechanisms tend to 
lower the cost of capital for the very simple reason that if 
suppliers of high-risk venture capital cannot easily dispose 
of their investment, entrance into the venture-capital mar- 
ket is effectively discouraged. Alternative exit routes 
include IPOs, private sale, company buy-back, secondary 
sale of the venture capital, liquidation, and write-off. 


Distribution of Venture Capital Exits 


(Percentage of Exits) 


Write-off 
18.0% 


Secondary 
8.0% 


Other 
8.0% 


Acquisition 
13.0% 


IPO 
16.0% 


Company Buyout 
37.0% 


i 


Effective venture capital exit 
mechanisms lower the cost of 
capital to firms. 


Mr. MacIntosh contrasts the operational efficiency of 
the venture-capital market in the United States and 
Canada. In his view, U.S. venture capitalists are substan- 
tially more specialized, with firms that deal exclusively in 
computer software, biotechnology, or electronics, whereas 
Canadian firms are more likely to be generalists. This, in 
turn, has implications for the services provided by venture 
capitalists -- investment screening, the structuring of deals 
to establish entrepreneurial incentives, operational moni- 
toring and advice, the search for additional sources of cap- 
ital, and the timing and means of exit -- all of which, 
according to Mr. MacIntosh, have a bearing on the long- 
run commercial viability of the venture. If specialists pro- 
vide superior service, then a venture-capital market popu- 
lated by specialists is likely to be more efficient. 


Tax influences on the supply of venture capital are sub- 
stantial, notes Mr. MacIntosh. In Canada, labour-spon- 
sored venture-capital funds (LSVCFs) are tax-driven. The 
structure of tax incentives for venture capitalism may 
influence the efficiency with which these funds are used. 
For example, a pension fund is an institutional source of 
capital, whereas a LSVCEF draws funds from individuals. 
This difference, Mr. MacIntosh suggests, may explain why 
only 17 per cent of labour-sponsored funds are invested in 
risky ventures, giving reason to question whether the tax 
expenditures are being well spent in this instance. 


The paper by Francois Vaillancourt picks up on this last 
question: do tax-based LSVCFs represent good tax poli- 
cy? The conclusion he reaches, based largely on evidence 
from Quebec, is that they do not. Broadly speaking, 
LSVCF programs -- there are several such programs at the 
federal and provincial levels -- share similar objectives 
regarding investment, employment, and local industrial 
favouritism. At the heart of LSVCFs is a generous tax 
concession to contributors. Yet, despite the tax advan- 
tages, Mr. Vaillancourt finds that LS VCFs in Quebec have 
never attracted more than 2.5 per cent of tax filers. Even 
more remarkable is the fact that, within this relatively 
small group, the distribution of tax credits is skewed 
towards higher-income groups. 


The apparent difference between private venture capi- 
talism and LSVCFs is the latter's supposed focus on 
employment. Yet, Mr. Vaillancourt's attempts to empiri- 
cally estimate the employment effects of LSVCFs do not 
meet with success. He is unable to find any significant 
relationship between funding and employment. He inter- 
prets this as a failure of the policy to meet its objective. 
He concludes that LSVCFs fail to finance the investment 
that ought to generate the employment that represents 
their policy raison d'étre. 


Capital Market Issues: Odds and Sods 


Money makes the world go around... This holds just as 
true for firms as it does for me and you. Throughout their 
economic life, firms need access to capital. This capital 
can be of the form of venture capital, as we have seen ear- 
lier, or it can be for continuing growth needs. The capital 
can be raised via debt or via continuing equity needs to 
fund investments and restructure corporate balance sheets. 


One function of equity markets is to provide a vehicle 
by which firms can raise publicly traded equity and there- 
by spread market risk among investors. When they oper- 
ate efficiently, these markets provide investors with liquid- 
ity and firms with access to low-cost funding. 


A second paper authored by Vijay Jog examines the 
pricing of new securities when a company first becomes 
public. These securities are known as initial public offer- 
ings, or IPOs. An IPO represents a major financial trans- 
action at a crucial juncture in the life of a firm. It 
involves an infusion of equity and restructured ownership 
along with the new discipline of market scrutiny of corpo- 
rate performance. 


A strong IPO market is a necessary financial condition 
for the industrial shift towards a knowledge-based econo- 
my. Debt is a relatively low-cost, accessible form of 
finance when it is secured by tangible assets such as plant 
or machinery and equipment. Knowledge-based compa- 
nies, on the other hand, derive their value from commer- 
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cial ideas, patents, and intangible prospects. However, 
traditional creditors -- banks or bondholders, for example - 
- are less willing to finance such firms because these so- 
called "soft assets" are difficult to appraise and virtually 
impossible to salvage. Hence, equity offerings are the 
financial vehicles of choice for many young and growing 
firms. 


IPOs are new, unproven, and relatively unknown equity 
issues. As a result, there is a certain amount of uncertainty 
about the future profitability of the issuing firms. The 
share price of an IPO typically moves substantially follow- 
ing the release of the issue. Mr. Jog has documented that 
the trading price of an IPO tends to jump abruptly above 
the issue price. This phenomenon of underpricing of IPOs 
has diminished over time, but it has not disappeared. 


The after-issue performance of an IPO, as measured by 
its stock market performance, is also disappointing. IPOs 
significantly under-perform against the Toronto Stock 
Exchange's TSE-300 index for at least six years following 
their listing. Mr. Jog documents an average 40 per cent 
loss over four years to investors with IPO holdings. 


The underpricing of IPOs represents a transfer of 
wealth from the existing shareholders to the new 
mvestors. Their under-performance produces a loss of 
wealth to both the original shareholders and the investors 
1olding the IPOs. The persistent loss to investors that Mr. 
fog chronicles is likely to be a factor inhibiting the flow 
of equity capital to young firms. 

; 

Usha Mittoo examines the extent to which the relatively 
small market for publicly issued equities is segmented 
tom the much larger U.S. market. Specifically, she inves- 
igates the influence on stock market performance of a 
secondary offering of common equity for firms that are 
isted on both the TSE and the New York Stock Exchange. 
f capital markets are fully integrated, then a secondary 
ssue of seasoned equity by a company with equity only 
raded in Canada should have the same announcement 
wrice effect as that observed for a Canadian company that 
las interlisted equity on both exchanges. 


Initial Public Offerings tend to 
significantly under-perform 
against the Toronto Stock 
Exchange’s TSE-300 index. 


Ms. Mittoo discovers that stock markets react negatively 
to announcements of seasoned equity issues. Furthermore, 
larger firms experience a more pronounced negative reac- 
tion than do smaller firms. Finally, interlisted firms experi- 
ence less of a drop in share price than do non-interlisted 
firms. To the extent that interlisted companies have a 
smaller negative price impact, they face a lower cost of 
capital, and equity markets are segmented in some fashion. 
Thus interlisting appears to be a means for individual firms 
to overcome the barriers of market segmentation. 


In their investigation of the Quebec Stock Savings Plan 
(QSSP), Jean-Marc Suret and Elise Cormier look at gov- 
ernment tax policy and efforts to encourage ownership of 
equity and lower the cost of equity capital to certain com- 
panies. In their view, the Quebec government had two 
objectives for the QSSP. First, the plan was designed to 
reduce effectively and constructively the burden of the 
individual income tax. Second, by offering personal 
income tax credits for purchases of eligible shares, the 
QSSP was intended to encourage Quebecers to hold equi- 
ty securities issued by Quebec industries. 


The QSSP has undergone a number of changes, all 
intended to focus the program's benefits on the companies 
that supposedly have trouble raising equity. Mr. Suret and 
Ms. Cormier find that, although the QSSP was designed to 
lower the cost of capital to Quebec firms and to foster 
productive investment, only one quarter of the fresh funds 
supported by the plan went into new investment. A great 
deal of the funds -- more than one third of the total -- was 
used to reduce the debt of QSSP-eligible firms. There is 
also some evidence that dividend payouts increased. 


The authors estimate that the Quebec tax system has 
absorbed approximately $1 billion in tax losses. On this 
account, they consider that the goal of reducing the per- 
sonal tax burden was achieved. 


The market listings of small and even very small 
Quebec businesses increased substantially. From the 
investor's perspective, many QSSP shares had poor gross- 
of-tax yields, with the exception of three or four firms that 


The establishment of junior stock 
exchange programs would enable 
SMEs to bring an equity issue to 
market at less cost. 


had extraordinarily good returns, accounting for more than 
half of all gains. Mr. Suret and Ms. Cormier liken the 
QSSP-eligible investments to a lottery -- a small chance of 
large gains counterbalanced by a large chance of loss. 

The only sure payoff to the investors was the up-front tax 
credit. Overall, the authors suggest, many firms had no 
cost-effective plans for investment of the new equity 
funds, while the investor's financial incentive to contribute 
funds did not correspond to an enhanced set of investment 
opportunities for firms. 


Michael Robinson investigates whether Canadian equity 
markets provide effective means for small and medium- 
sized enterprises (SMEs) to raise equity capital. He 
reports that the cost of raising equity capital via IPOs is 
inversely related to the size of the issue. He also finds 
that the dollar cost of public listing in Canada is generally 
lower than the cost of listing on an American exchange 
while the percentage costs of listing are similar. 


Mr. Robinson observes that there are differences among 
equity exchanges in Canada. The cash costs of bringing 
an equity issue to market are typically higher on the major 
exchanges -- Toronto, Montreal, and Vancouver -- but 
substantially less on the Alberta Stock Exchange. 
According to Mr. Robinson, it should be possible to estab- 
lish junior stock exchange programs that enable SMEs to 
raise equity capital through IPOs as well as secondary 
financings. He suggests that the programs be regionally 
based and be built upon existing financial infrastructure, 
and that they require good institutional governance and 
close surveillance by regulatory authorities in order to 
build up the reputations of the programs. Efficient and 
liquid secondary markets are also critical to the success of 
such programs. 


The preponderance of papers in this research volume 
deals with equity financing. However, debt is also an 
important source of funds to both large and small firms. 
Two papers deal with the debt-funding side of the corpo- 
rate balance sheet. The paper by Jean-Marc Suret and 
Jean-Fran¢gois L'Her examines the debt/equity choice of 
companies over time. Mr. Suret and Mr. L'Her find that 


the phenomenon of rising corporate indebtedness observed 
in the United States since the 1960s did not occur in 
Canada: only long-term debt has increased in Canada. 


Financing requirements can be met by a variety of 
sources of funds. The two researchers determine that, on 
average, cash flow was used to meet more than 60 per 
cent of the financial requirements of growing firms over 
the period. Long-term debt was next in importance, cov- 
ering about 20 per cent of needs, while equity issues 
accounted for slightly less than 10 per cent of financial 
requirements. Further analysis leads the authors to sug- 
gest that the financing decisions of Canadian firms largely 
depend on prevailing economic and financial conditions. 


They also consider a number of theories in examining 
the determinants of the observed capital structure in 
Canada. They find that the main determinants of financ- 
ing decisions are profitability and growth. Growth creates 
more demand for debt relative to retained earnings and 
new equity, while profitability tends to reduce the amount 
of debt finance. Size is also found to be positively related 
to debt financing. 


Lastly, Alan Riding takes a look at loan guarantee pro- 
grams, in particular the Small Business Loans Act (SBLA) 
program. Many governments have established such pro- 
grams to improve the flow of funding to small businesses. 
These programs are usually based on the premise that, 
because of a shortcoming in credit markets, small firms 
are unable to access adequate levels of debt capital. There 
is controversy surrounding these programs, and Mr. 
Riding examines the issues pertaining to the provision of 
loan guarantees to small firms. 


Governments face a predicament with respect to loan 
guarantee initiatives. On the one hand, access to capital is 
a significant barrier to SME growth and the attendant eco- 
nomic development. On the other hand, firms that must 
avail themselves of loan guarantees are subject to rates of 
default that exceed those of banks' other borrowers. 


Mr. Riding reports that the long-term mean default rate 
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on SBLA loans ranges between 4.8 per cent and 6.7 per 
cent, with an approximate 3.8 per cent loss rate. Very few 
defaults occur within the first two years, which suggests 
that lenders have been appropriately screening loan appli- 
cations for risk. According to Mr. Riding, SBLA default 
rates are very low by international standards. 


High default rates are not, of themselves, negative indi- 
cations. What is important is the degree to which social 
welfare benefits exceed the subsidy implicit in the costs of | 
the program. In Canada, with recoveries, the subsidy is | 
equivalent to loan losses -- slightly below 4 per cent. In | 
the United States, the subsidy is estimated at between 11 
per cent and 13 per cent; in the United Kingdom, the sub- 
sidy exceeds 30 per cent. 


Jack Mintz Reflects on the Cost of Doing 
Birsi 


_ Where businesses locate is often decided 
upon by one important factor: cost. Of 
course, some businesses -- in the resource 

_ sector or the fish-processing industry, for 
example -- must be close to their input. 
Others, such as retail firms, must locate 
near the customers who purchase their 
products. However, for many lines of business, ranging 
from manufacturing to business services, location near the 
‘source of inputs or the consumer is not as significant a fac- 
tor as it once was. Sophisticated information technologies 
and the internationalization of business activities have 
transformed the ability of companies to organize affairs 
over long distances. As a consequence, the cost of doing | 
business in a particular jurisdiction becomes an important 


DISTINGUISHED SPEAKERS SERIES 


On an international scale, the Small 
Business Loans Act default rates are 
extremely low for a loan 

guarantee program. 


Cumulative Default Rates 


Canadian, American, and British Loan Guarantee Programs 
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Mr. Riding concludes that the fact that most of Canada's 
primary international competitors use loan guarantee pro- 
grams is a compelling reason to argue that Canada's SMEs 
also require this form of support. The Canadian SBLA 
scheme has much to recommend it. Among its attractive 
features are its low administrative costs and low costs of 
default. 


determinant for business location. 


Naturally enough, the costs of doing business are influ- 
enced by government policies. Some policies -- taxes or 
certain types of regulation, for instance -- add to costs, 
while other initiatives, such as business subsidies, public 
infrastructure, and worker benefits, reduce costs. What is 
the poor corporate accountant or consultant to do in order 
to take into account the net effects of policies that are 
pushing costs in opposite directions? How can he deter- 
mine the lowest cost location among competing jurisdic- 
tions? 


The typical methodology used throughout the world, 
says Jack Mintz, the Arthur Andersen Professor of 
Taxation at the University of Toronto, is to measure the 
rate of return to capital for a typical project in the indus- 
try. This approach, known as project analysis, involves 
comparing a gross-of-tax internal rate of return (where it is 


Micro 


There is a need for a measure that 
captures the impacts of taxes and 
other government policies on the 
cost of doing business. 


assumed that all taxes paid by the firm are equal to zero) | 
with a net-of-tax internal rate of return (where it is 
assumed that the firm has paid all taxes). The implied 
effective tax rate is simply the difference in the internal 
rates of return on capital, gross and net of taxes, as a per- 
centage of the gross-of-taxes internal rate of return. These 
rates may then be compared for projects in different loca- 
tions or for different industries. 


However, project analysis is not the appropriate method- 
ology for analysing conditions across different jurisdic- 
tions, admonishes Dr. Mintz. Two faults mar this 
approach. First, project analysis assumes that all taxes are 
shifted onto stockholders in the form of lower returns. 

But, asks Professor Mintz, who really bears the taxes? 
There is a large economics literature that suggests some 
taxes are "passed through": payroll taxes, for example, are 
often thought of as being borne by employees rather than 
by stockholders.* Second, evaluations of projects with 
high internal rates of return exaggerate the corporate taxes 
paid and thus overestimate the effective tax rate associated 
with any project. 


tax regimes, and expenditure regimes. 


The approach is particularly relevant to companies with 
multinational linkages, says Professor. Mintz, because of 
the greater degree of substitutability that exists between 
facilities linked across national boundaries. Labour and 
capital are generally thought of as complements within a 
facility, but they are often substitutable across facilities. 
An accurate assessment of the costs of doing business can 
permit the exploitation of potential rents on location-spe- 
cific or firm-specific advantages across the worldwide pro- 
duction line. Thus there is an element of the notion of 
competitiveness embodied in the cost-of-doing-business 
measure. Government policy that affects the cost of doing 
business may also affect the economic well-being of a 
country through its impact on multinational production. 


In summary, Professor Mintz concludes that in the con- 
text of global economic integration, public policies can 
affect the cost of doing business in a given country through 
their impact on the location decisions of multinational 
business. Growth, employment, and productivity are 


This, according to Professor 
Mintz, suggests the need for a 
measure that captures the 
impacts of taxes and other gov- 
ernment policies on the cost of 
doing business. The measure 
must therefore account for all 
types of factors going into the 
production of goods and ser- 
vices, and accurately reflect the 
"costs of doing business." 


government policies. 


jurisdictions. 


The net effective tax 


The advantage of this 
approach is that by considering 
the net effects of taxes and other 
government policies, you are truly measuring the cost of 
doing business in a particular jurisdiction, argues Dr. 

Mintz. The cost-of-doing-business approach effectively 
levels the playing field when comparing different jurisdic- | 
tions characterized by different government regulations, 


comparison. 
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The cost of doing business can be 
favourably or adversely affected by 


Project analysis, or the rate of return to 
capital, is an inappropriate methodology 
to compare conditions across different 


business” approach levels the field of 


potentially affected when a 

» multinational corporation is 
able to substitute production in 
one country with production in 
another. To capture the impact 
of government policies, it is 
inappropriate to use analyses 
based on the return paid to the 

| capital owners of a business 

| since such analyses assume 

that the impact of all policies 

| fall on capital only. Instead, 
_ given that multiple inputs are 

_ used in production, a measure 

__ based on costs is a far better 

benchmark for comparisons. 


rate or “cost of doing 


* For a discussion of this issue, see "Do payroll taxes kill jobs?" in 


Micro, Vol. 4, No. 2. 


Masood Ahmed Scrutinizes the Trend 
Towards Globalization in the Third 
World 


"Globalization is more than a matter of 
looking at trade flows and financial flows, 
it is really about a transformation of the 
way in which the international economy 

; functions and the way individual firms and 
T countries interact with each other in the 

1a | international economy." So says Masood 
Ahmed, Director of the International Economics 
Department at the World Bank. In a recent Distinguished 


Speakers in Economics presentation in which he discussed 


the impact of globalization on developing countries, Dr. 
Ahmed argued that globalization is an issue for both rich 
and poor countries. The ability to adapt to change and 
move ahead is what determines how some countries do 


‘better than others in the new international environment, he 


says. This is equally true for both developing and devel- 
oped countries. 


The win/win nature of globalization is key to the inte- 

gration of the developing countries into the world econo- 
my. In the aggregate, everybody is better off: developing 
countries end up growing faster in the globalization 
process and industrialized countries do better too. 
‘However, cautions Mr. Ahmed, it is important to recog- 
nize that the process of getting to that win/win situation 
‘has very substantial adjustment costs on both sides of the 
equation. As industrialized countries open up to even 
greater trade, they receive benefits in the form of higher 
levels of exports but certain segments of industry and cer- 
tain parts of the labour force are also affected adversely 
through increased competition. Accordingly, one of the 
challenges facing policy makers over the next 15 years 
will be how to manage the costs of adjustments effectively 
so that people who are losers can be accommodated, 
according to Mr. Ahmed. 


The forces of globalization and the information revol- 


Globalization is an issue for both 
rich and poor countries. 


tion are progressing steadily throughout the industrialized 
world and making inroads in the developing world. 

Lower costs of communication and transportation, lower 
trade barriers, and convertible currencies have combined 
in such a way that the volume of world trade has explod- 
ed, growing at a rate of 6 per cent per annum over the past 
10 years. This, in turn, has opened up new opportunities 
abroad for the developing nations. The share of trade in 
the gross domestic product of the developing countries 
rose from 30 per cent in 1986 to 43 per cent in 1995, and 
it is projected to exceed 50 per cent by 2006. The devel- 
oping countries are, on average, more open than the indus- 
trialized countries in terms of the trade-to-gross domestic 
product ratio. 


However, much of the rise in trade ratios is concentrat- 
ed in Asia and Latin America, whereas in Africa and the 
Middle East, trade ratios began falling in the early 1980s 
as commodity prices reached a plateau and then declined, 
and as foreign aid stabilized in real terms. In fact, the 
trade ratios of the lagging regions have not recovered 
since 1986; on the basis of current policies, they are pro- 
jected to increase only gradually over the next 10 years. 
And if integration in the world economy is measured by 
using trade ratios, many countries in Africa and the 
Middle East are less integrated today than they were 20 
years ago. 


With the decline in barriers to trade has come a liberal- 
ization of regulations governing foreign direct investment 
(FDI). The FDI story is very similar to the trade story: in 
the aggregate, private capital inflows have exploded, 
growing fivefold in five years. Over the same period, 
official flows of capital into the developing countries have 
remained about the same. Official flows are capital 
inflows from various non-private organizations, such as 
the World Bank, the International Monetary Fund, and the 
Canadian International Development Agency. Five years 
ago, official sources and private capital were roughly of 
the same magnitude; now, 20 per cent of capital inflows 
are from official sources and the other 80 per cent comes 
from private capital. 


Miucro 


The internationalization of business activities 
will likely be a key driver of development in 
the next century, because they are a very 
powerful vehicle for the transfer of knowledge 
to developing countries. 


However, as with trade, there is considerable diversity 
across the developing countries. Roughly 80 per cent of 
total capital inflows go to only 12 countries, while 
between 60 and 70 countries receive virtually no private 
capital. 


The internationalization of business activities will likely 
be a key driver of development in the next century, 
because they are a very powerful vehicle for the transfer 
of knowledge to developing countries, says Dr. Ahmed. 
Driven by unprecedented competitive pressures and the 


with them the brand, market access, and distribution chan- 
_ nels. Thus the process of globalization and the integration 
of the developing countries into the world economy are 
part and parcel of the same tract, notes Mr. Ahmed. 


And what is driving this process of globalization? 
According to Dr. Ahmed, two main forces are at work. 
First, costs have declined: real communications and trans- 
portation costs have fallen dramatically over the late 
| 1980s and into the 1990s. Second, there has been a sig- 

_ nificant change in policies towards international trade and 


quest for untapped markets, 
multinational enterprises 
(MNEs) are forming 
alliances with local firms in 
ways that are different from 
the traditional means of ° 
doing FDI. Previously, the 


what sets apart how s 
others. 


e The ability to adapt to change and move ahead is 


If integration in the world economy is measured 
using trade ratios, then Asia and Latin America 


investment. For example, 
| developing economies are 
| undertaking tariff cuts and 
| eliminating quotas. They 
_ have relaxed rules and 

| restrictions on FDI. And 
| the vast majority of them 


ome countries do better than 


MNE would have created a 
local subsidiary in the devel- 
oping country primarily to 
meet local demand, or it 
would have invested in a 


have become more integrated and many countries 
in Africa and the Middle East are less integrated 
today than twenty years ago. 


There is considerable diversity across the develop- 


now have currencies that 
are convertible for current 
account transactions, 


| whereas in 1960 only a 
| small minority of countries 


developing country essen- 
tially for resource access. 


Nowadays, one is more 
likely to see evidence of 
integrated global production 
networks whereby the MNE 
brings process and product 
technology and management 
know-how, together with its 
brand, a global distribution 
network, and, often, scale economies. Local firms bring a 
combination of low labour costs, local distribution, and 
local knowledge. The benefits of this form of FDI derive — 
as much from the non-financial flows as they do from the 
extra finance. The gains are seen in terms of technology 
and of the impacts on the management of local firms. 
More important is the impact on exports as a percentage 
of sales. MNEs are moving into sectors where they can 
have an immediate impact on exports because they bring 
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ing countries with respect to capital inflows. 


e MNEs are forming alliance with local firms in 
developing countries in ways that are different 
from the past: bringing benefits of process and 
product technology, know-how, brand, and scale 


in exchange for low labour costs, local distribution L 
and local knowledge. 


_ had convertible currencies. 
L In essence, the developing 
| countries have "bought 

L into" the basic principles of 
| the market economy. They 
| have begun to pursue sound 
macroeconomic policies 

| and developed an outward 
| orientation linking them to 
the world economy. As a 
result, they are much more 
attractive to foreign investors and to people who want to 
trade with them. 


Sound macroeconomic policies seem to be rather impor- 
tant, say Dr. Ahmed. Over the 1990s, of some 94 develop- 
ing economies investigated, 49 did not attract very substan- 
tial FDI. (The cutoff was measured as less than 1 per cent 
of gross domestic product.) Of this group of 49, 12 were at 
war; a further 28 were macroeconomically unstable, with 


Declines in costs and changes in policies 
toward international trade and foreign invest- 
ment are driving the process of globalization. 


inflation rates exceeding 50 per cent a year; and five others 
were experiencing negative growth and falling incomes. 


Finally, Dr. Ahmed called attention to the relationship 
between the speed of integration in the world economy 
and the rate of growth in per capita incomes. While the 
outlook is good for everyone, in the sense that everyone is 
expected to be doing better over the next 10 years than 
over the past 10 years, the income gap between develop- 
ing and industrial countries will widen. Those developing 
countries most integrated into the world economy will 
experience the smallest increase in their income gap. i 
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In this issue ... 
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¢ Developments in 
Canada's Trade Sector 


in world mar- 


© Foreign Investment economic activity. Canadian producers must compete successful 
Trends kets, and global businesses 

ae must find Canada an attrac- 

‘eo eeeonal tive place to invest, if the 

_ Performance of Canada's 


_ Forest Products Sector: economy 1s to grow at the 
_ A Case Study pace needed to create sus- 


tainable job opportunities 

and support continued 

improvements in Canadians 
ANNOUNCEMENTS living standards. 


Against that general back- 
ground, this special edition 
of Micro examines Canada's 
recent performance in the 
areas of international trade 
PUBLICATIONS and investment. Canadian 
activities in those areas grew 
considerably during the first 
part of the present decade. Recent trends in Canada's exports, imports, and for- 
eign direct investment are reviewed; some of the main factors underlying these 
developments are discussed; and international trade and investment trends affect- 
ing Canada are compared with those at work in other industrialized economies. 
A case study explores the impact of recent developments on forestry — a major 
sector whose fortunes are closely linked to its performance in global markets. 
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FORTHCOMING 


OCCASIONAL PAPER SERIES 


No. 18: Reducing Regulatory Barriers to Trade: 
Lessons for Canada from the European Experience, 
Ramesh Chaitoo and Michael Hart. 


No. 19: Analysis of International Trade Dispute 
Settlement Mechanisms and Implications for Canadas 
Agreement on Internal Trade, E. Wayne Clendenning 
and Robert J. Clendenning. 


ANNOUNCEMENTS 


UPCOMING DISTINGUISHED SPEAKERS LECTURES 


April 3, 1998: Economics and Identity, George Akerlof. 


April 30, 1998: International Comparisons of Prices and 
Quantities, Robert Summers. 


MICRO is a quarterly newsletter highlighting micro-economic research findings, published by the Micro-Economic Policy Analysis 
Branch of Industry Canada. Abstracts of Industry Canada research volumes, and the full text of working papers, occasional papers, 
discussion papers, and MICRO can be accessed via STRATEGIS, the Department’ online business information site, at http://strate- 
gis.ic.gc.ca. For more information about our research publications, or to place an order, contact the Micro-Economic Policy 
Analysis Branch, Industry Canada, Sth Floor, West Tower, 235 Queen Street, Ottawa, ON,’ KIA OHD: 
Telephone: (613) 952-5704; facsimile: (613) 991-1261. ISSN 1198-3558. 


Volume 4, Special Issue 


Over the 1990s, Canada has experienced a 
sharp improvement in its trade balance, 
owing to significant gains in the goods sector. 


Developments in Canada's Trade Sector 


ver the 1990s, the Canadian economy has become 

much more dependent on trade. Exports of goods 

and services have grown from less than 30 percent 
of gross domestic product (GDP) in 1990 to almost 45 
percent in 1996. All provinces and all sectors of the econ- 
omy have experienced an increase in trade orientation. In 
Ontario, which accounts for about half of Canada's total 
merchandise exports, close to 55 percent of production is 
now sold outside the country. 


The dramatic rise in Canada's trade orientation has been 


accompanied by a sharp improvement in the trade balance. 


Over the period 1990-96, exports of goods and services 
outpaced the growth of imports — a reversal of the trend 
observed during the preceding five years. The resulting 
trade improvement has made an important contribution to 
Canada's recent economic performance, with advances in 
net exports accounting for about one quarter of economic 
growth and one sixth of new job creation during the 1990s. 


Canadian Exports and Imports of Goods and Services 
($ billions) 


1985 1990 1996 
Goods 

Exports 123 152 280 

Imports 107 141 239 

Balance 16 11 4] 
Services 

Exports 13 oe 39 

Imports 19 33 A) 

Balance -6 -11 =10 
Goods & Services 

Balance 10 - 3h 


The table shows that the improvement in the trade bal- 
ance occurred in goods rather than service trade. This 
development stems in part from structural changes that 
occurred in the wake of trade liberalization — in particular 
through the implementation of the Canada-U.S. Free 
Trade Agreement (FTA) and the North American Free 
Trade Agreement (NAFTA). Improved market access 
encouraged firms to rationalize production and increase 
product specialization. Canadian manufacturing plants 
now tend to produce a narrower range of products, but 
they often supply the entire North American market — and 
in some cases the entire world market. One result of this 
restructuring is that the number of manufacturing indus- 
tries depending on foreign markets for at least 50 percent 
of their sales doubled between 1990 and 1995. 


Manufacturing exports as percent of shipments 


Transportation equipment [ES | 81.8 
Electrical & electronics Ee 74.7 
Primary metals i | 73.4 
Paper |__|) 70.7 
Machinery = ia 68.6 
Wood |__T 66.6 
Rubber _T 7) 02.7 
Furniture & fixtures — a 59.9 
Primary textiles = 44.1 
Chemicals & chemical products = 43.9 
Plastics eS ia 33.6 
Fabricated metals ee a 31.4 
Non-metallic minerals oS 31 
Refined petroleum & coal a 28.1 
Clothing [20.7 cS 
Food & beverages et 17.1 1990 1995 
Printing & publishing PB H82) 


Percent 


At the same time, Canada's trade performance benefited 
from a significant improvement in the relationship 
between the prices received by Canadian exporters and 
those paid by Canadian importers. The terms of trade 
increased by about 7 percent between 1990 and 1996, 
mainly as a result of a strong rise in real commodity 
prices, which more than offset the downward influence of 


Our trade performance has benefited from an 
improvement in the prices received by 
Canadian exporters relative to those paid by 
Canadian importers. 


the depreciation of the Canadian dollar. The strengthening 
of commodity prices is reflected in the trade performance 
of forestry, energy, and other resources. These sectors, 
which have traditionally enjoyed positive trade balances, 
recorded particularly large surpluses in the 1990s. 


Trends in Canada's terms of trade 
and real commodity prices 
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Canada's services trade is comprised mainly of trans- 
portation, travel, and commercial services — the last being 
an increasingly important component that includes com- 
puter services, insurance and financial services, manage- 
ment consulting, and royalties. Although Canada's overall 
trade deficit on services declined only marginally over the 
period 1990 to 1996, its travel balance improved signifi- 
cantly, with tourism exports expanding nearly three times 
as fast as imports. Most of Canada's travel deficit is with 
the United States, and this shrank by over a third in 1996, 
to $3 billion. 


Canada's Relative Trade Performance 


Trade is much more important to Canada than to most 
other industrialized economies. In 1995, merchandise 
exports comprised 37 percent of Canadian output — more 
than two and half times the average for all G-7 countries’. 
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Share of merchandise exports in GDP 
Canada and the G7 


per cent 


36.7 
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Notwithstanding the large and growing difference in 
trade orientation between Canada and other countries, it is 
useful to view Canada's recent trade gains in an interna- 
tional perspective. How does Canada's performance stack 
up in relative terms? Over the 1990s, Canada's trade sec- 
tor fares well when its performance is compared to that of 
other countries. Its share of merchandise exports within 
the G-7 and the OECD (Organisation for Economic Co- 
operation and Development) increased significantly. Its 
share of world exports grew as well, albeit more modestly. 
The rebound over the 1990s, however, only partly offset 
the loss in export share that Canada experienced over the 
preceding five-year period. 


Canada's merchandise export gains were mainly 
achieved in the U.S. market. Canada has lost consider- 
able ground in the high-growth markets of Asia’, 
although it has recently improved its position relative to 
other G-7 countries in high-growth Latin American mar- 
kets’. It is significant that one area in which Canada has 
gained market share is that of the high-technology goods 
that are an increasingly important component of global 
trade (i.e., electrical machinery, medicinal and pharma- 
ceutical products, office machines and data processing 
equipment, and telecommunications and sound-recording 
apparatus). 


Canadian share of G7, OECD and 
world merchandise exports 


1985-1995 
per cent 
10 
9 
8 os : 
Canadian/G7 
7 Exports 
6 
Canadian/OECD 
5 <q Exports 
= apes Sea __— Canadian/World 
Exports 
3 
1985 1990 1995 


Canada's share of G-7 and OECD service exports 
‘improved as well over the first half of the 1990s. Here 
again, however, its position relative to other industrialized 
countries has deteriorated considerably since the 1980s. 
Moreover, Canada's share of world service exports has 
declined steadily since 1985. 


Future Trade Prospects 


Canada's recent trade performance was highly depen- 
dent on the ability of Canadian firms to expand sales in 
the U.S. market. Indeed, with the strengthening of 
Canada-U.S. trade links, over three quarters of all 
Canadian exports of goods and services now flow to our 
‘southern neighbour. We must continue to take advantage 
of our largest trading partner. At the same time, we must 
now endeavor to rise to the exciting challenges that 
await in the emerging markets of China, East Asia, Latin 
America and other ports of call. 


_ How can the healthy trade performance of the early 
1990s be sustained? To answer this question it is neces- 
sary to understand the factors contributing to the 


Were it not for the significant depreciation of 
the Canadian dollar, unit labour costs would 
have grown faster in Canada than in the U.S., 
reducing this country’s cost competitiveness. 


improvement in Canada’s trade position. The export 
gains that Canada achieved in the early 1990s were 
mainly the result of three developments: 


* the strong growth in U.S. domestic demand; 


* the successful negotiation of two free-trade 
agreements (FTA and NAFTA); and 


* the improvement in Canada's cost competitive- 
ness. 


The first factor is outside of the control of Canadian 
firms and policymakers. Economic growth in the United 
States has already begun to slow down, whereas domestic 
demand in Canada has been strengthening. These swings 
in U.S. and Canadian economic activity largely explain 
the reduction in Canada's net exports over 1996 and 1997. 


The second and third factors, however, do raise chal- 
lenges for private and public sector actors. The impact of 
the free-trade agreements on Canadian exports depends on 
how quickly and effectively domestic firms restructure 
and transform themselves into specialized suppliers for 
North American product markets. While much restructur- 
ing has actually taken place, Canadian firms still have 
some distance to go in responding to the increased inte- 
gration of U.S. and Canadian markets. The long-term 
trade impact of FTA and NAFTA will also be influenced 
by government policies; in particular, Canada's export 
prospects will be helped if government policies are 
viewed favourably by foreign investors seeking a location 
from which to base their North American operations. 


The third of the factors cited above — Canada's cost 
competitiveness — also focuses attention on the structure 
and efficiency of Canadian industrial activities. The 
accompanying chart analyses the sources of improvement 
in Canada's cost competitiveness relative to the United 
States over the period 1990-96. It is significant that pro- 
ductivity growth in Canada was well below that in the 
United States over this period. Were it not for the signifi- 
cant depreciation that occurred in the value of the 


Devoting attention to investment, training, 
innovation, and other potential sources of pro- 
ductivity growth can establish the foundation 
needed to sustain a strong trade performance. 


Average annual growth of the components of 
unit labour costs (ULC): 
Canada & the U.S., 1990-1996 
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* In Canadian dollars. 
Canadian dollar, unit labour costs would have grown 
faster in Canada than in the United States, reducing this 
country's cost competitiveness. 


While the Canadian dollar depreciated over 1990 to 
1996, Canada's terms of trade improved because of the 
more-than-compensating rise in the real prices for 
Canada's commodity exports. Such a fortuitous develop- 
ment, however, cannot be counted on in the future. 
Indeed, over the last few years, real commodity prices 
have already declined substantially. 


For Canada to be cost-competitive, the most important 
requirement is that it must achieve productivity growth at 
least comparable to that of its major trading partner. It is 
by devoting attention to investment, training, innovation, 
and other potential sources of productivity growth that 
Canadians can establish the solid economic foundation 
that is needed to sustain a strong trade performance. 
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Micro 


Foreign Investment Trends 


much more important element within the Canadian 

economy over the 1990s. Between 1990 and 1996, 
both inward flows of foreign direct investment (FDI) to 
Canada and outward FDI flows from Canada were about 
50 percent higher, on average, than they were between 
1983 and 1989. These changes reflect the greater entry of 
global enterprises into Canada through new investment or 
through mergers or acquisitions, and the increased expan- 
sion of Canadian-based firms into other countries. As 
both a home and a host economy, Canada has been a par- 
ticipant in the efforts of transnational firms to further 
rationalize their activities on a global scale. 


L ike foreign trade, foreign investment became a 


The total stock of inward FDI, resulting from inflows 
and from the reinvestment of earnings by foreign enter- 
prises in Canada, had reached $180 billion by 1996. This 
investment has brought not only capital, but also technolo- 
gy and skills that have helped to improve this country's 
industrial competitiveness. Canada's investment orienta- 
tion, as indicated by the ratio of inward FDI stock to GDP, 
increased from 18.9% in 1985 to 22.6% in 1996. 


Over this same period, however, Canada's outward FDI 
stock has grown even more swiftly, with major Canadian 
firms becoming more internationally oriented. As a conse- 
quence of this development, the gap between Canada's 
inward and outward investment stocks has largely disap- 
peared. 


Canada's outward FDI stock as a 
percent of inward FDI stock & GDP 


per cent 


1985 1990 1996 
™ Percent of FDI Stock ™ Percent of GDP 


In the recent period, significant changes have taken 
place in Canada's investment position with the United 
States. Since the implementation of the FTA in 1989, 
our North American neighbour has become a much more 
important source of inward investment. Almost three 
quarters of the cumulative net FDI inflows to Canada 
over 1991 to 1996 originated from across the border, 
compared to only one third in the previous five-year 
period. Conversely, other OECD countries, including the 
United Kingdom and Japan, have become less important 
sources of FDI. Meanwhile, Canadian firms have diver- 
sified their outward investment, focussing less on the 
U.S. market and more on opportunities in the European 
Union (EU) and the developing economies of the Asia- 
Pacific region and Latin America. Only 40 percent of 
Canada's outward FDI flows over the period 1991-96 
went to the United States, down from 65 percent during 
the period 1985-90. 


Geographic distribution 
of FDI stock in Canada 


per cent 


Pacific Rim 
& others 


US. 
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1996 


1985 1990 


As a result of recent developments, the U.S. share of 
Canada's inward FDI stock, which had declined signifi- 
cantly during the late 1980s, has again begun to increase. 
Meanwhile, the importance of the United States as a des- 
‘ination of Canada's outward FDI stock has continued to 
diminish. In 1996, most of Canada's investment assets 
abroad were still located in the United States, but almost 
1 quarter of Canada's outward FDI stock was now in 
urope, and almost 10 percent in Pacific Rim countries. 


Over 1985-1996, the gap between Canada’s 
inward and outward investment stocks largely 
disappeared as Canadian firms became much 

more internationally oriented. 


Geographic distribution of 
Canada's outward FDI stock* 


per cent 


) All others 
S. & Cent. Amer. 
| Pacific Rim 
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* Canadian direct investment abroad (CDIA) stock. 


Changes in the sectoral composition of foreign invest- 
ment in Canada and of Canadian investment abroad 
reflect the growing importance of services and the 
reduced role of resource industries in industrial 
economies. Since 1985, there has been a significant 
increase in the proportion of Canada's inward FDI stock 
in service activities and in manufacturing industries such 
as chemical products, foods and beverages, and electron- 
ic and communications products. In investing abroad, 
Canadians have concentrated much more heavily on ser- 
vice activities and have substantially reduced their share 
of investments in resource-based industries. 


Industry distribution of 
FDI stock in Canada 


per cent 
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In the 1990s, inward FDI flows accelerated 
and Canada’s investment orientation 
increased. 


Industry distribution 
of CDIA stock 


per cent 
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Canada's Relative Investment 
Performance 


It is generally recognized that Canada is a highly open 
economy, much more dependent on foreign trade and 
investment than most other industrial nations. Canada's 
strong investment orientation is underlined by the accom- 
panying chart, which shows that in 1995 the ratio of 
inward FDI stock to GDP in Canada was approaching 
three times the average for all G-7 countries. 


But while inward FDI flows accelerated and Canada's 
investment orientation increased significantly over the 
period 1990-95, this country's share of global inward FDI 
stock has continued to decline. Canada's importance as a 
host economy has also declined in the context of the G-7 
countries; in 1996, its share of G-7 inward FDI stock was 
about half of what it was in 1985. Even within North 
America, Canada has lost ground: between 1985 and 
1996, its share of North American inward FDI stock fell 
from 24 percent to 16 percent. 


There has also been some slippage over the past decade 
in Canada's share of world and G-7 outward FDI stocks. 
Its share of the total world stock of outward FDI stock fell 


Share of inward FDI stock /GDP 
Canada and the G-7 


per cent 
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from 6 percent in 1985 to 4 percent in 1996. Note that 
this does not reflect a failure of Canadian-based firms to 
look outward. As can be seen from the strong growth in 
outward FDI, Canadian firms have been actively partici- 
pating in the globalization of business operations. Rather, 
the fall in Canada's share of outward FDI is mainly the 
result of the recent emergence of certain other countries — 
including Japan and a number of Southeast Asian 
economies — as important sources of outward direct 
investment. 


Canadian share of G7 and global 
inward FDI stock: 1985-1996 


per cent 
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11990 
F™ 1996 (estimate) 


ial 


Share of World 


Share of G-7 


Volume 4, Special Issue 8 


Canada is the largest exporter of forest 
products globally, with sixteen per cent 
of total world exports. 


The International Performance of Canada's Forest 


Products Sector: 


manufacturing sector, employing a quarter of a mil- 
lion workers and producing shipments valued at 
C$57 billion in 1995. This industry alone accounts for 
about 45 percent of manufacturing output in British 
Columbia and almost 35 percent in New Brunswick. In | 
the context of this special edition of Micro, the forest | 
products industry is of interest because it is Canada's 
largest net exporter. Moreover, with over 16 percent of 
total world exports, Canada is the largest exporter of 
forestry products globally. 


T=: forest products industry is Canada's leading 


Distribution of world forestry exports by country. 1995 
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Given Canada's importance as a forest products 
exporter, it is somewhat surprising to find that its produc- 
ers are small by international standards. MacMillan 
Bloedel — Canada's largest firm, with net sales almost 
twice that of second-placed Domtar — ranked only 26th in 
worldwide sales in 1994. Nonetheless, dynamic structural 
changes within the industry are underway. The Canadian 
industry has over 3500 establishments and a majority of 
‘Canadian forest products shipments are exported. In 
1995, exports accounted for over 70 percent of the indus- 


try's output. 


A Case Study 


The strong performance of Canada's forest products 
sector has contributed to the sharp improvement in 
Canada’s overall trade performance over the first half of 
this decade. As can be seen in the accompanying chart, 
exports of forest products started from a much higher base 
and grew more rapidly than imports over the period 1990- 


_ 95. Asa result, Canada's trade surplus in forest products 


rose from just under US$17 billion in 1990 to US$28 bil- 
lion in 1995. 


Canadian forestry trade, 1985-1995 
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About one third of Canada's trade surplus is accounted 
for by paper products. The two other major categories are 
pulp and waste paper, and wood, each of which accounted 
for just under 30 percent of the 1995 surplus in forest 


_ products. While paper products constitute the biggest 


export category, they have declined somewhat in impor- 
tance over the past decade. The strongest growth has 


- occurred in exports of pulp and waste paper and of wood 


manufactures — a small but increasingly significant cate- 
gory that accounted for about 8 percent of the sector's 
1995 trade surplus. 


Canadian firms concentrate on sales of 
commodities that are subject to more 
significant cyclical fluctuations than 
high-value-added forestry products. 


The forest products industry benefited from strongly 
rising output prices over the early 1990s. Softwood lum- 
ber, newsprint, and wood pulp prices all rose sharply in 
the years prior to 1995. Since then, however, newsprint 
and softwood lumber prices have declined somewhat, and 
wood pulp prices have fallen dramatically. 


Indicators of Relative Performance 


In good times, Canadian forest products firms do well, 
compared to major foreign producers; conversely, in hard 
times, Canadian firms fare poorly by international stan- 
dards. That, at least, has largely been the experience of 
the past 10 years. As can be seen in the accompanying 
chart, over the period 1988-91, when exports of the top- 
five exporting nations were under pressure, Canada's 
international sales were especially hard hit. But over the 
period 1992-95, Canada benefited more than other major 
exporting countries from the rebound in export sales. 


Canadian share of Top 5 forestry exporters 
1985-1995 


1985 1990, 1995 


The relationship between Canadian and world forest 
products sales has followed a similar pattern. Canada's 
share of world exports fell sharply from 1985 to 1992 and 
then began to recover. By 1995, however, its share of 
both world and top-five exports were well below the lev- 
els attained a decade earlier. 
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Although significant changes are under way, Canadian 
firms still concentrate on sales of commodities that are 
subject to more significant cyclical fluctuations than high- 


_ er-value-added forestry products. It also appears that 


Canadian firms serve partly as residual suppliers in some 
markets; in this role, they would bear the major burden 
from declining sales while gaining more than domestic 
producers from improving market conditions. 


In addition, the export position of Canadian firms has 
been influenced by movements in the value of the 
Canadian dollar. The period from 1986 to 1992, when 


_ Canada's share of world exports was falling sharply, was — 
_ not coincidentally — a time when the Canadian dollar was 


appreciating rapidly against the currencies of other G-10 
countries*. From 1992 to 1995, when Canada's share of 
world forestry exports increased, Canadian firms were 
helped by a precipitous drop in the value of the dollar rel- 
ative to other major currencies. 


Major Export Markets 


Just under two thirds of Canada's C$41 billion in 
exports of forest products in 1995 went to the United 
States. Asian markets accounted for 18 percent of export 
sales, with Japanese purchases representing about two 
thirds of that proportion. Only about 11 percent of 
Canada's 1995 forestry exports went to the European 
Union (EU). 


Canada is the dominant foreign supplier in the United 
States, accounting for over 80 percent of that country's 
imports of wood, and pulp and waste paper, and for over 
70 percent of paper product imports. Over the last 
decade, however, Canadian producers have lost some 
ground to foreign competitors. Brazil has become a more 
important competitor in pulp and waste paper products, 
while Finland and Mexico have gained market share in 
paper products, at Canada's expense. Wood manufactures 
(which include improved and reconstituted wood, builder's 
carpentry and joinery, plywood, sawn wood, and manufac- 


ee ee 
Canadian share of forestry imports 
in major markets, 1985-1995 
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tured articles) is the one category in which Canada has 


been successful in gradually increasing its share of U.S. 
imports. 


In the European G-7 countries, Canadian firms have 

only achieved significant inroads into the market for pulp 

and waste paper products, where their import share 
exceeded 20 percent in 1995. They have not experienced 
much success in European G-7 markets for wood, paper 
products, and wood manufactures, where European suppli- 
ers, especially from Sweden and Finland, have been for- 
midable competitors. 


On the other hand, Canadian firms have become much 
more important players in Japanese forest product mar- 
kets. Between 1990 and 1995, Canada significantly 
increased its share of Japanese imports of wood, pulp and 
waste paper, paper products, and wood manufactures. In 
the first three product categories, Canada gained market 
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Canadian forest products suppliers have 
made significant inroads in Japan and 
have kept their dominant foreign 
supplier position in the U.S. 


| share at the expense of the United States, which is Japan's 

_ major foreign supplier. Canada's market share is greatest 
in pulp and waste paper, where Canadian firms supply 

over a third of Japan's import requirements. Although 
Canada is a less important supplier of wood manufactures 

_ (accounting for only 7 percent of Japan's 1995 imports), 

_ this has been an area of strong growth; Canadian firms 
have been particularly successful in developing Japanese 

| markets for niche products, such as manufactured housing, 
in which they have achieved a significant competitive 
advantage. However, a recent cyclical downturn in Japan 
has impeded Canadian gains in Japan. 


In balance, Canada’s forest products industry has two 
features working strongly in its favour: an abundance of 
natural resources and close proximity to the United States. 
On the down side, it appears that forestry export perfor- 
mance is correlated with exchange rate movements. 
Foreign sales also seem concentrated on residual-supply 

_ and lower-value-added commodites that are subject to sig- 
nificant cyclical fluctuations. Equally unsettling, is that 
our relatively small producers are not achieving much suc- 
cess in European G-7 markets and are facing growing 
competition in the U.S. However, Canadian firms became 
important suppliers in Japan, where they have been suc- 
cessful in exploiting niches, such as manufactured hous- 


ing. 


1. The Group of Seven Industrialized Countries (G-7) includes France, 
Germany, Italy, Japan, the United Kingdom, and the United States, in 
addition to Canada. 

2. These are: China, Hong Kong, South Korea, Singapore, Taiwan, 
Malaysia, Thailand, Indonesia, the Philippines, Vietnam, Bangladesh, 
Brunei, and Cambodia. 


3. These are: Mexico, Brazil, Argentina, Chile, Panama, Columbia, 
Venezuela, Peru, Paraguay, Ecuador, Guatemala, Uruguay, El 
Salvador, Honduras, and Bolivia. 


4. The G-10 includes the central banks of the G-7 members plus those 
of Belgium, the Netherlands, Sweden, as well as host Switzerland. 
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